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Executive Summary 

Since the financial crisis of the year 2008 there have been several reforms aiming 

at regulating and stabilizing global financial markets. As a consequence, the G20 

have introduced many new regulatory initiatives, most notably the well-known 

international harmonized standard for large, internationally active banks referred 

to as Basel III. In Europe, this framework has been incorporated into supervisory 

standards by the Capital Requirements Directive IV (CRD IV) and the Capital 

Requirements Regulation (CRR) and. 

The aim of this report is to investigate the consequences of these regulatory 

measures for the German financial sector with a focus on banks as well as the 

German economy as a whole. To do so, we provide a detailed description of the 

most important reforms for the German financial sector that have been passed 

since the financial crisis (Abschnitt A). More specifically, we focus on describing 

changes in capital and liquidity regulation as well as the introduction of a new 

resolution regime for banks. We further portray new rules governing the trading 

of OTC derivatives and MiFiD II aiming at harmonizing the regulation of investment 

services. Finally, we outline new macroprudential tools introduced to prevent the 

occurrence of credit-fueled real estate bubbles as well as newly incorporated 

compensation rules for bank staff. 

In the second part of this report (Abschnitt B) we provide empirical evidence on 

the consequences of these regulatory measures. We find that the tightening of 



capital regulation (i.e. increase of core capital ratio, introduction of a leverage ratio 

and different capital buffers) have all resulted in a deleveraging of the banking 

sector and have, thus, contributed to enhanced financial stability. The report 

suggests that as a reaction to an unanticipated tightening of capital regulation, 

German banks have reduced their risk-weighted assets by granting less consumer 

loans and reducing their holdings in corporate securities and increased government 

exposures instead. Notwithstanding we find no evidence that banks increased loan 

interest rates and also do not find evidence for a sector wide contraction of credit 

supply. Tighter capital regulation also caused affected banks to lower their “market 

making” activities which resulted in a reduction of secondary bond market liquidity. 

In a next step, we examine the impact of new liquidity requirements for banks. 

Short-term as well as long-term liquidity positions of German banks have 

considerably improved over the last years. It is unclear whether this improvement 

can be traced back to the new liquidity requirements introduced by Basel III for 

two reasons. First, German banks had to comply with strict liquidity standards 

even before Basel III was introduced. Second, changes in the macroeconomic 

environment are likely to be responsible for banks holding more liquid assets 

voluntarily.  

In order to establish market discipline for banks and to avoid bail-outs using 

taxpayers’ money, a new bank resolution regime, the Bank Recovery and 

Resolution Directive (BRRD), has been enacted. Empirical evidence provided in this 

report suggests that this measures has been effective in changing investors’ 

expectations and reduced the perceived probability of future bank bail-outs 

considerably.  

Risk of contagion resulting from Over-The-Counter (OTC) derivative trading has 

been addressed by new central clearing rules for standardized derivatives as well 

as margin requirements for non-centrally cleared derivatives. Risks from OTC 

derivatives exposures have also declined because the volume of outstanding 

contracts decreased considerably since the financial crisis. Reforms are still being 

implemented. The rate of central clearing has substantially increased in certain 

classes of derivatives but has remained at low levels in other classes. Overall, 

contagion risk resulting from OTC derivatives has clearly been reduced. 



A survey based on interviews with industry experts indicates that the banking 

industry is, in comparison with other, less regulated, industries, among those with 

the highest regulatory compliance costs. Very small as well as large banks are 

disproportionally affected by these costs measured in terms of their size. Business 

segments such as retail as well as corporate lending, securities trading, private 

wealth management and structured finance have experienced a drastic reduction 

in business activity due to the high regulatory compliance costs associated with 

conducting these services according to respondents from the industry.  

The third part of this report (Abschnitt C) complements the previous one by looking 

at the wider macroeconomic impact of the implemented regulatory measures. As 

a starting point, we examine the determinants of loan interest rates in order to 

find out whether banks have passed on incremental equity costs induced by the 

new regulations to their loan customers. After controlling for other factors such as 

macroeconomic as well as bank specific parameters, we find no evidence of 

increased loan interest rates for both retail and corporate borrowers that are 

associated with the introduction of Basel III in Germany. Given the previous finding 

in Abschnitt B, according to which banks reduce lending as a response to strongly 

increased equity capital requirements, it seems that other less affected banks and 

the macroeconomic environment are responsible for the fact that borrowers did 

not suffer from deteriorated lending conditions after the introduction of Basel III.  

To quantify the prevailing systemic risk in the German banking sector we introduce 

the so-called Systemic Model of Banking Originated Losses (SYMBOL). By applying 

random distress scenarios to a sample of 858 German banks, we document that 

both the probability and the size of large bank losses has been strongly reduced 

since the financial crisis. Further, mainly due to improved capital ratios, the fiscal 

costs associated with a potential bail-out financed with taxpayers’ money would 

also be considerably lower.  

Finally, we estimate the risk of contagion for a sample of large European banks on 

the basis of a network model. The model focuses on second-round effects following 

a bankruptcy event of a bank. Depending on the size of interbank debt exposures, 

the failure of one bank may trigger the default of other banks. Based on stress test 

data provided by the European Banking Authority (EBA), we find that systemic risk 

has been significantly reduced in the European banking sector. These results 



suggest that the new regulatory measures considerably improved the resilience of 

the European banking industry.  

In the last part of the report (Abschnitt D), we summarize previous results in 

tabular form and evaluate whether the reforms have been effective in reaching 

their goals. We conclude that the combined impact of these reforms have in 

general contributed to enhance financial sector stability, prevent excessive risk 

taking, curb potential pro-cyclical effects of regulation as well as establish a fair 

competitive environment.  

We identify certain aspects of regulation that could be further adjusted. These 

aspects involve a uniform regulatory treatment of sovereign debt, rules 

incorporating the write off of non-performing loans and further improvements 

regarding the effectiveness and reliability of the bank resolution regime for 

systemically important institutions. 

We conclude by offering an outlook regarding the challenges of future reform 

efforts. We argue that regulatory compliance burdens could be substantially 

reduced while achieving a similar level of micro-prudential safety in terms of 

solvency, if in return banks are given strong incentives to voluntarily hold higher 

capital ratios. This regime could be combined with the already existing capital 

buffers for macroprudential risks. 
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