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The Financial Policy Committee (FPC) was established under the Bank of England Act 1998,
through amendments made in the Financial Services Act 2012. The legislation establishing
the FPC came into force on 1 April 2013. The objectives of the Committee are to exercise its
functions with a view to contributing to the achievement by the Bank of England of its
Financial Stability Objective and, subject to that, supporting the economic policy of His
Majesty’s Government, including its objectives for growth and employment. The responsibility
of the Committee, with regard to the Financial Stability Objective, relates primarily to the
identification of, monitoring of, and taking of action to remove or reduce systemic risks with a
view to protecting and enhancing the resilience of the UK financial system. The FPC is a

committee of the Bank of England.

The FPC’s next meeting will be on 25 September 2026 and the record of that meeting will be
published on 30 September 2026.
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Record of the Financial Policy Committee
meeting on 26 June 2026

Headline judgements and policy actions

Overall summary

o Vulnerabilities in risky asset valuations, sovereign debt markets, and risky credit
markets, including in private credit, previously highlighted by the Financial Policy
Committee (FPC) remain, and some have become more pronounced since the
December 2025 Financial Stability Report (FSR). Notably, there has been a substantial
increase in the use of leverage in equity markets.

e Developments in the Middle East have affected the global risk environment
materially. Despite this, the UK financial system has remained resilient and has
continued to support the UK real economy, emphasising the benefits of the resilience that
has been built.

e Recent rapid advances in frontier Artificial Intelligence (Al) capabilities have
increased financial stability risks related to cyber and operational resilience.

The macroeconomic environment

o The conflict in the Middle East has resulted in a substantial negative supply shock
to the global economy and triggered significant market reactions. Energy and some
other commodity prices, as well as sovereign bond yields, have been volatile, initially
rising sharply above pre-conflict levels. Market interest rates globally, including in the UK,
have risen, thus tightening financial conditions. Meanwhile risky asset prices have
reached high levels.

e The signing of the Memorandum of Understanding between the US and Iran has led
energy prices to fall back to just above pre-conflict levels, reducing near-term risks,
and sovereign bond yields have also declined. However, substantial uncertainty
remains and energy prices and interest rate markets have remained volatile.

o Persistent vulnerabilities in the financial system previously identified by the FPC
could interact with further developments in the Middle East. In addition, leverage
has increased in equity markets. The likelihood of these vulnerabilities crystallising at
the same time has increased since the December FSR, potentially amplifying their
combined impacts on financial stability.

Vulnerabilities
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o Equity prices have increased especially for Al-related stocks. In global equity
indices this has, in part, been driven by continuing positive earnings news since
the December FSR. However, on some metrics, valuations have also become more
stretched. Rising equity prices have been driven, in part, by a narrow set of Al-related
companies, increasing market concentration in some global indices. There has been a
significant rise in hedge fund leverage in equity markets, creating risks, including via the
prime brokers which facilitate this activity and through markets that are interconnected via
hedge funds’ exposures, such as sovereign debt. Retail inflows, including via exchange
traded funds (ETFs), may have added momentum to the rise in equity prices, and there
has also been rapid growth in assets under management of levered ETFs.

o Al-related companies’ use of credit markets has accelerated rapidly, including in
public markets, private credit, leveraged and structured finance, and is set to
increase further as financing needs continue to expand. This pace of investment is
unprecedented historically. As of yet, there is little evidence that Al activity in these
markets is crowding out the ability of other businesses or governments to access funding
markets.

o Al has the potential to raise productivity across a range of sectors and, in turn,
support long-term economic growth. Developments in Al have already provided a
tailwind to growth in some regions, but there is uncertainty over the scale and timing of
future productivity gains and the ability of companies to monetise these. While Al-related
equity valuations are underpinned by forecasts of strong long-term earnings growth, those
forecasts are highly uncertain and depend on the successful buildout of infrastructure,
continued access to financing, and the pace at which Al is adopted across the economy.
A reassessment of these prospects could trigger a fall in equity prices that might be
amplified by high concentration, correlated momentum-driven positions that can
exacerbate volatility as markets fall, and increased leverage.

o Considerations around the future earnings potential for Al-related companies will also be
relevant to the sustainability of these companies’ debt, where the increasing complexity
and opacity in debt structures used could increase risks to financial stability. In the FSR,
the FPC sets out its forward-looking framework to monitor the macrofinancial implications
of Al developments for financial stability.

o Risky credit markets, including private credit, remain vulnerable to a tightening in
financing conditions. Investor sentiment in parts of private and riskier credit markets
had already weakened ahead of the Middle East conflict, reflecting growing concerns
around asset quality, valuations and liquidity. Redemption requests have been elevated in
several retail funds, with some limiting redemptions, underlining both liquidity mismatch
and valuation concerns.

e Higher interest rates could increase debt servicing pressures for leveraged borrowers and
lower growth could decrease asset quality, further increasing pressure on, for example,
private credit funds.
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Vulnerabilities in these markets remain, including high leverage, complexity and
opacity. The Bank’s second system-wide exploratory scenario (SWES) exercise is
examining how stress could propagate in these markets.

Global sovereign bond market issuance is at historically high levels, with higher
proportions issued at shorter maturities. Debt-to-GDP ratios are continuing to trend
upwards globally, which raises risks of increased volatility and reduces the capacity of
governments to respond to future shocks. Current market expectations are that increases
in growth driven by Al developments will support debt sustainability. Any negative change
in expectations could have wider consequences for sovereign debt markets. In addition,
many of these markets are characterised by a relatively high use of leverage by a small
number of hedge funds pursuing similar trading strategies across jurisdictions. The high
use of leverage also increases the risk of a disorderly unwind of positions that could
cause a jump to illiquidity in core markets. Should investor sentiment on the sovereign
debt outlook deteriorate abruptly, this could affect the UK market directly, or indirectly via
spillovers from other sovereign debt markets, with potential implications for domestic
financing conditions.

During the most significant period of volatility following the onset of the Middle
East conflict, moves in gilt yields were amplified by hedge fund deleveraging.
Markets absorbed high volatility and volumes, underpinned by functioning repo markets.
This partly reflects resilience built in recent years, particularly in Liability Driven
Investment funds and Money Market Funds (MMFs). This underlines the importance of
locking in this resilience through reforms such as those recently announced for MMFs
across the UK and Europe, and through the changes the Bank is exploring to support gilt
repo market resilience following its first SWES.

The FPC is particularly concerned that a number of these vulnerabilities could
crystallise simultaneously. The FPC emphasises the importance of market
participants ensuring that they have a clear and comprehensive understanding of
the size, concentration, and interconnections of their exposures. Strengthening this
understanding will support effective risk management and help sustain the resilience of
the markets in which they operate.

UK household, corporate and banking system resilience

UK household and corporate aggregate indebtedness remains low relative to
historical averages and debt vulnerability metrics remain around their long-run
averages, providing resilience against shocks. Debt-servicing burdens are projected
to rise moderately due to higher energy prices and borrowing costs, but it would take a
severe shock to return aggregate debt servicing pressures to near previous peaks. Some
vulnerable low-income households, and smaller and more leveraged corporates,
particularly those which are financed by riskier credit markets like private credit and
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leveraged loans, remain more exposed. Overall, the FPC judges that in aggregate
households and corporates remain resilient, even in a challenging external environment.
The UK banking system remains appropriately capitalised with high levels of
liquidity. Past stress test results demonstrate that the UK banking system is able to
absorb a severe energy price shock and associated economic downturn while continuing
to support lending to the real economy. Consistent with this, banks have continued to
supply credit to households and businesses despite the deterioration in the
macroeconomic outlook and heightened uncertainty, with no sign of lending being
restricted to protect capital positions.

Banks’ interlinkages with non-bank financial institutions, including those that
support credit provision to the real economy, create channels through which risks
can be transmitted back to banks. Effective monitoring and risk management of these
interconnections is important in the current environment. An example is significant risk
transfers (SRTs) which allow banks to transfer credit risk to third parties. The Prudential
Regulation Authority (PRA) continues to engage with banks on appropriate use of SRTs
and is testing thoroughly any proposed structures that appear to be more complex or less
robust.

The FPC has maintained the UK countercyclical capital buffer (CCyB) rate at its
neutral setting of 2%. Maintaining a neutral setting of the UK CCyB in the region of 2%
would help to ensure that banks continue to have capacity to absorb unexpected future
shocks without restricting lending in a counterproductive way.

Developments in frontier Al

Rapid progress in frontier Al capabilities since the December FSR present a
significant increase in the risks to financial stability from cyber and operational
vulnerabilities. Frontier Al models are increasingly capable of identifying and exploiting
software vulnerabilities at greater scale and over multiple stages. Whilst frontier Al will
offer opportunities to improve cyber defence, it will also increase the sophistication and
impact of cyber-attacks on firms, including financial institutions and market infrastructure.
Operational risks are also likely to increase as frontier Al accelerates vulnerability
discovery and exploitation, requiring firms to identify, patch and mitigate vulnerabilities
more quickly and frequently, increasing the risk of disruption if change is not managed
effectively.

These developments reinforce the importance of firms acting on the May 2026 joint
statement from the Bank, Financial Conduct Authority (FCA) and HM Treasury on
frontier models, and on existing cyber and operational resilience frameworks. UK
authorities are providing further support through supervision and sector engagement,
including through the Cross Market Operational Resilience Group, and through the Bank
and PRA’s upcoming consultation on Cyber and Information and Communication
Technology risk management. These developments also mean firms and authorities
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should revisit whether current deep cyber recovery capabilities, coordination
arrangements and the resilience of key technology providers remain sufficient. Deepening
coordination across authorities and key vendors domestically and internationally will be
critical. These developments also underline the importance of operationalising the UK’s
Critical Third Party regime.

Bank capital review

The FPC, working with the PRA, is modernising the capital framework. The
proposed changes will help ensure the framework is simpler, more effective, more
proportionate and better calibrated to the risks in today’s financial system, while ensuring
that the system remains resilient so that it can support the economy when it needs it
most. The reforms will address unintended consequences in the leverage framework and
strengthen the releasability and usability of buffers. In doing so, they will make it easier for
banks to use capital to provide credit to households and businesses and support the
functioning of core sterling markets, while maintaining overall consistency with
international standards.

The Committee will work with the PRA and international authorities to pursue broad
reform of the bank capital buffer framework, moving towards the goal of a single
buffer that is releasable in stress. In the near term, the FPC and PRA are taking steps
towards this vision domestically. The FPC welcomes the PRA’s intention to release the
other systemically important institution (O-SlI) buffer that applies to certain domestic
systemically important firms in the event of systemic stress, engaging with the FPC when
doing so.

The FPC and PRA also intend to consult on a package of measures to make the leverage
ratio framework more proportionate and more effective by being better targeted. This
package includes removing the countercyclical leverage buffer from banks’ leverage
requirements; moving the calibration of the additional leverage ratio buffer for firms with
systemic buffers into line with international standards; and making a greater share of
leverage requirements and buffers releasable.

Systemic stablecoins

The FPC welcomes the Bank’s recent publication of its Policy Statement and a draft
Code of Practice for systemic sterling-denominated stablecoins. The Committee
notes that the regime is forward looking and intended to mitigate risks to financial stability,
including through the calibration of backing assets and temporary issuance guardrails,
while supporting innovation in payments.



Bank of England
Page 8

Record of the Financial Policy Committee meeting on 26 June
2026

1: The Financial Policy Committee (FPC) seeks to ensure the UK financial system is
prepared for, and resilient to, the wide range of risks it could face, so that it is able to absorb
rather than amplify shocks, and serve UK households and businesses, thus supporting
stability and long-term growth in the UK economy.

2: The Committee met on 26 June 2026 to agree its view on the outlook for UK financial
stability. The FPC discussed the risks faced by the UK financial system and assessed the
resilience of the system to those risks. On that basis, the Committee agreed its intended
policy actions.

The overall risk environment

3: The FPC discussed recent developments in financial markets; global vulnerabilities; UK
household and corporate debt vulnerabilities; and the resilience of the UK banking sector and
market-based finance (MBF). The FPC’s judgements for these areas would be set out in the
July 2026 Financial Stability Report.

Macrofinancial risks arising from the Al transition

4: The FPC judged that Al had the potential to raise productivity across a range of sectors
and, in turn, support long-term economic growth. Currently, the surge in Al-related capital
expenditure was supporting investment and growth in regions with links to the Al supply
chain. This, alongside the potential for Al to raise productivity, was shaping expectations for
growth. However, there was uncertainty over the scale and timing of future productivity gains
and the ability of firms to monetise these. Al was also becoming an increasingly important
channel through which financing conditions and asset prices could affect UK financial
stability.

5: The Committee noted, for example, that rising equity prices more generally had been
driven, in part, by a narrow set of Al-related firms, increasing market concentration in some
global indices. In addition, retail inflows, including via ETFs, may have added momentum to
the rise in these equity prices, and within this there had also been a rapid growth in assets
under management of levered ETFs. The Committee noted the risk that any fall in the equity
prices of Al companies in the near term — for example, if there were to be a re-evaluation of
earnings prospects — would be amplified by this high index concentration in Al-related
equities, momentum-driven positioning and increasing leverage. While valuations were
supported by high long-term earnings expectations, those expectations depended on the
successful build-out of infrastructure, continued access to financing and the pace at which Al
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was adopted across the economy. The Committee judged that these assumptions were
uncertain, and that a shift in expectations around Al adoption or profitability could trigger
sharp adjustments in asset prices. The FPC set out its forward-looking framework to monitor
the macrofinancial implications of Al developments for financial stability in the July 2026
Financial Stability Report.

6: Recent developments also pointed to a rapid and material increase in financing needs,
which was increasing the financial system’s exposure to firms in the Al supply chain. At the
beginning of 2026, the stock of outstanding debt from Al companies remained relatively
modest, which helped to contain immediate risks to financial stability. But the Committee
noted that activity across credit markets was expanding rapidly, including in public markets,
private credit, leveraged finance and structured finance. The pace of this investment was
unprecedented and there was significant uncertainty about the scale of the Al infrastructure
required to meet future demand. The Committee noted that if key assumptions underpinning
Al investment proved to be incorrect, including the size of future compute demand, the timely
availability of power to data centres, and the depreciation rate of data centre facilities and Al
chips, this could create risks to holders of debt issued by Al companies and projects.

7: The FPC judged that the increasing interconnectedness of the Al ecosystem with other
sectors and an increasing reliance on external financing raised the risk that shocks to Al-
related assets could propagate more widely through the financial system. As noted above, a
negative reassessment of Al-related earnings could, by extension, weaken growth
expectations. Such a shift would directly increase borrowing requirements in jurisdictions
where growth outlooks were particularly reliant on Al developments. It could also prompt a
broader negative repricing in sovereign debt markets, including higher yields and term
premia, as investors seek compensation for increased uncertainty and fiscal risk. These
changes could affect market participants’ assessment of the sustainability of current debt
trajectories, especially in jurisdictions with high and rising debt stocks relative to GDP. This
could result in spillovers to financial markets that are relevant to UK financial stability and
potentially lead to tighter financial conditions for UK borrowers.

8: The Committee therefore emphasised the importance of firms ensuring that their risk
management frameworks, including stress testing and assumptions about asset price
correlations, kept pace with this rapidly evolving external environment.

9: Further details of the FPC’s assessment of these risks would be set out in Section 2 of the
July 2026 Financial Stability Report.

Recent developments in frontier Al

10: As well as potentially bringing significant benefits, the FPC judged that recent advances
in frontier Al could pose material risks to UK financial stability, through cyber and operational
resilience channels. The Committee observed how frontier Al models were becoming
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increasingly capable of carrying out complex, multi-stage tasks with limited human input,
creating significant opportunities for innovation and efficiency. The Committee noted early
signs of frontier Al being used to help develop future Al systems, though fully autonomous
recursive self-improvement remained unproven. The Committee agreed that whilst frontier Al
would offer opportunities to improve cyber defence, those capabilities could increase the
speed, scale and sophistication of malicious cyber activity. A key risk for the financial system
was that software vulnerabilities could be identified and exploited faster than firms were able
to respond, leaving less time to detect, contain and remediate emerging threats.

11: The FPC agreed that the implications for financial stability would depend on three factors:
the pace of further capability gains; the extent to which those capabilities diffused to
malicious actors; and the speed and effectiveness of firms’ defensive adaptation. In a severe
scenario, firms and key third-party providers could fail to keep pace, vulnerabilities could
accumulate, and the risk of a systemic cyber event could rise materially. Even in more benign
scenarios, a sustained increase in the volume and complexity of attack capabilities would
require firms to identify, assess and remediate issues at much greater pace and magnitude.
The Committee judged that such ‘patching’ of vulnerabilities could itself become a source of
systemic operational risk, increasing the likelihood of errors, outages and disruption across
interconnected services.

12: The FPC also agreed that frontier Al capabilities appeared set to continue to improve
rapidly. They noted that firms should act now to enhance their ability to identify and
remediate vulnerabilities at greater speed and scale, manage risks from third-party providers,
and maintain the resilience of critical services in a more demanding threat environment. The
Committee endorsed the May 2026 joint statement from the Bank, FCA and HM Treasury
on frontier models, which set out practical steps firms should take to prepare for and reduce
frontier Al-related cyber risks within the existing operational resilience framework.

13: The FPC welcomed authorities’ engagement with firms through the Cross Market
Operational Resilience Group (CMORG), which in May 2026 discussed the sector’s response
to emerging frontier Al models and subsequently ran a frontier Al risk mitigation webinar
for UK regulated financial services firms. CMORG also issued guidance on frontier Al and
cyber resilience in June. In addition, the Bank and PRA’s upcoming consultation on Cyber
and Information and Communication Technology risk management would consider issues
relevant to frontier Al cyber risks. The Financial Stability Board (FSB) was also consulting
on sound practices for the responsible adoption of Al, including elements relevant to the
cyber risk posed by frontier Al. The FPC judged that system-wide monitoring and
preparedness would become increasingly important as frontier Al capabilities developed.
This included assessing the level of resilience that should be expected not only of the largest
technology providers to the financial system, but also of smaller ones; the standard of deep
cyber-recovery capability required of regulated firms given the scope for more severe and
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fast-moving disruption scenarios; and whether greater coordination or shared infrastructure
might be needed to deliver those standards.

14: The FPC also judged that international and domestic coordination with key authorities
and vendors would be important. The financial system was globally interconnected, and
differences in cyber capability, resilience and recovery capacity across jurisdictions could
therefore have consequences beyond the jurisdiction in which an incident begins. The
Committee noted that it was critical for macroprudential authorities to deepen coordination
through international forums, including the FSB and G7, to build common understanding of
how frontier Al was changing cyber risk and to support consistent approaches to monitoring,
testing and preparedness. The Committee also noted the importance of coordination
domestically between regulators, HMT and the wider UK Government. The Committee
agreed that these developments underlined the importance of operationalising the UK’s
Critical Third Party regime.

15: Further details of the FPC’s assessment of these risks would be set out in Section 3 of
the July 2026 Financial Stability Report.

The UK countercyclical capital buffer rate

16: The FPC discussed its setting of the UK CCyB rate. The Committee’s principal aim in
setting the UK CCyB rate was to help ensure that the UK banking system was able to absorb
severe but plausible shocks without an unwarranted restriction in essential services, such as
the supply of credit, to the UK real economy. Setting the UK CCyB rate enabled the FPC to
adjust the capital requirements of the UK banking system to the changing scale of risk of
losses on banks’ UK exposures over the course of the financial cycle. The approach
therefore included an assessment of financial vulnerabilities and banks’ capacity to absorb
such losses, including the potential impact of shocks.

17: In considering the appropriate setting of the UK CCyB rate, the FPC discussed the supply
of credit to the UK economy and its judgements around underlying vulnerabilities that could
amplify economic shocks. While the global risk environment remained elevated, UK
household and corporate aggregate indebtedness remained low, and it would take severe
shocks to both funding and earnings to put debt servicing under pressure for households and
corporates in aggregate. Past stress test results indicate the banking system could withstand
a scenario substantially more severe than the current outlook, and there were no signs of
banks restricting lending in order to defend capital positions.

18: In view of these considerations, the FPC decided to maintain the UK CCyB rate at 2%.
Maintaining a neutral setting of the UK CCyB rate in the region of 2% would help to ensure
that banks continued to have capacity to absorb unexpected future shocks without an
unwarranted restriction in essential services, including the supply of credit, to the UK real
economy.
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19: The Committee would continue to monitor the evolution of financial conditions closely to
ensure the setting of the CCyB remained appropriate.

Private markets system-wide exploratory scenario

20: The FPC welcomed the publication of the stress scenario for the private markets
SWES on 19 June 2026. The PM SWES scenario had been calibrated to represent a tail-risk
outcome for the global economy and was broadly consistent with the severity of other Bank
stress tests, such as the Bank Capital Stress Test. The FPC expected to use the SWES to
improve its understanding of how banks and non-banks active in private markets would
respond to a severe but plausible global downturn. This would include how their actions could
interact at a system level, and whether these interactions could amplify stress across the
financial system and pose risks to UK financial stability and the provision of finance to the UK
real economy.

21: The FPC were also updated on initial insights staff had gained from their engagement
with participants in the PM SWES. A progress update on the PM SWES would be set out in
Box A of the July 2026 Financial Stability Report.

The FPC’s assessment of bank capital requirements

22: The FPC, working with the PRA, reaffirmed its commitment to modernising the capital
framework. The Committee agreed a package of proposed changes that would help ensure
the framework was simpler, more effective, more proportionate and better calibrated to the
risks in today’s financial system, while ensuring that the UK banking system remained
resilient and able to support the economy when it was needed most. The FPC and PRA were
committed to addressing unintended consequences in the leverage framework and
strengthening the releasability and usability of buffers, thereby making it easier for banks to
use capital to support lending and the functioning of core sterling markets in stress.

23: In December 2025, the FPC had revisited its assessment of appropriate capital
requirements for the UK banking system. The Committee judged that the appropriate
benchmark for system-wide Tier 1 capital requirements was around 13% of risk-weighted
assets — equivalent to a Common Equity Tier 1 (CET1) ratio of around 11%. That
assessment was made with a view to maximising long-run growth in the UK economy by
weighing the macroeconomic costs of capital, which stem from the impact of higher capital on
borrowing costs, against the macroeconomic benefits of capital, which arise because higher
bank capital reduces the likelihood and costs of future financial crises.

24: The FPC welcomed feedback received from a broad group of stakeholders on the issues
covered in the December 2025 Financial Stability in Focus (FSIF). This included feedback on
the overall level of capital requirements, international comparisons, the functioning of the
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capital buffer framework and the leverage ratio, and capital requirements related to domestic
exposures.

25: The FPC considered that the range of views received on the overall level of bank capital
requirements was broadly reflective of the issues the Committee had weighed in its
December assessment. The Committee therefore reaffirmed its judgement that the
appropriate benchmark for system-wide Tier 1 capital requirements was around 13% of risk-
weighted assets — equivalent to a CET1 ratio of around 11%.

26: Since December, the FPC, working with the PRA, had progressed its analysis of buffer
usability and the implementation of the leverage ratio, and had agreed a package of reforms
informed by the feedback it had received.

Further enhancing the usability and releasability of regulatory capital buffers

27: The FPC noted that capital buffers were intended to be used to absorb losses and to help
maintain the provision of financial services to the real economy in a downturn by reducing the
need for banks to deleverage to preserve capital. But a range of interrelated factors impeded
the usability of regulatory capital buffers in practice. The Committee agreed that these factors
could also contribute to banks maintaining capital substantially above regulatory
requirements and so reducing their capacity to lend.

28: The FPC reaffirmed that there was a clear macroprudential case for a simpler and more
effective capital buffer framework that reduced impediments to buffer usability. The
Committee would work with the PRA and international authorities to pursue broad reform of
the capital buffer framework and move towards a goal of a single buffer that was releasable
in stress, and that could be used without automatic distribution restrictions.

29: In the near term, the FPC and PRA were taking steps domestically to support buffer
usability by making clear that systemic buffers for domestic systemically important banks
would be releasable in a stress. The FPC welcomed the PRA’s intention to use its existing
discretionary powers to release the other systemically important institution (O-SlI) buffer that
applied to certain domestic systemically important firms in the event of systemic stress,
engaging with the FPC when doing so.

30: The FPC agreed that the impact of releasing the O-SlI buffer would be similar in many
ways to releasing the CCyB. It would lower the level of capital at which distribution
restrictions automatically applied, which would reduce banks’ incentives to take defensive
actions such as counterproductive deleveraging. The pace of return to normal-times O-Sl|
buffer rates would depend on banks’ ability to rebuild capital while continuing to lend to
creditworthy UK households and businesses. The FPC (along with the PRA) recognised that
when banks’ capital ratios declined in a stress, their combined regulatory buffers might then
need to be rebuilt over multiple years, as had been the case with previous releases of the
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CCyB. Otherwise, the prospect of a rapid rebuild could undermine banks’ incentives to use
the released capital. The FPC noted that the PRA would consult on its approach to setting O-
SlI buffers in 2026 H2.

31: In the Bank Capital Stress Test exercise, the Bank typically assessed the capital
resilience of individual banks against a hurdle rate that included minimum capital
requirements and systemic risk buffers. To enhance the usability of O-SlII buffers upon their
release, the FPC and PRC intended for the O-SlII buffer rates included in the hurdle rates for
future stress tests to reflect the prevailing rates at the time of each test. For example, when
stress tests were carried out in normal times the hurdle rate would reflect banks’ standard O-
Sl buffer, whereas when the O-SlI buffer had been fully released, the stress test hurdle rate
would reflect the prevailing O-SlI buffer rate of 0%.

32: This would ensure that, in a real stress where O-SlI buffers had been released, stress
testing would not require firms to restore capital ratios more quickly than intended by the path
set by the PRA and FPC.

33: In addition to the steps being taken to enhance releasability and lower the level of capital
at which automatic distribution restrictions apply in stress, the FPC noted that the PRA would
consider firms’ feedback that greater clarity on the use of the PRA buffer in circumstances
outside periods of systemic stress could help buffer usability.

The implementation of the leverage ratio in the UK

34: The FPC noted the leverage ratio — the ratio of bank capital to a gross measure of
exposures — is an important part of the capital framework. Complementing the risk-weighted
requirement with a leverage ratio requirement made the capital framework more robust
against the inherent errors and uncertainties in measuring risk when assigning risk weights.
More generally, leverage ratio capital requirements could help to curtail balance sheet growth
that was unsustainable from a systemic perspective.

35: In the UK, leverage ratio requirements comprise a minimum of 3.25% of the UK leverage
exposure measure (excluding central bank reserves), a systemic buffer (known as the
additional leverage ratio buffer or ALRB) for globally systemically important banks (G-SIBs)
and O-SlIs and the countercyclical leverage buffer (CCLB). At present, the ALRB and the
CCLB were applied at 35% of the equivalent risk-based buffers.

36: In its December 2025 FSIF, the FPC had committed to review the implementation of the
leverage ratio in the UK to ensure that it functions as intended, prioritising reviewing the UK’s
approach to regulatory buffers in leverage requirements. This work had highlighted a number
of features of the UK’s leverage ratio framework:

o The decline in average risk weights in the UK had contributed to leverage ratio
requirements becoming more binding. This was to be expected to some extent in a
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framework with both leverage and risk-based capital requirements, as banks
structured their balance sheets in a way that most efficiently met both. While there was
some evidence that the decline in average risk weights had been driven by a reduction
in the riskiness of banks’ exposures over the past decade, there had also been growth
in more complex and opaque forms of lending where the leverage ratio may be
particularly effective in guarding against errors in risk measurement. Taken together,
these trends highlighted the continued importance of the leverage ratio framework.

Although the calibration of UK leverage ratio requirements was consistent overall with
international standards, the UK’s implementation for some elements of the leverage
ratio framework differed from those standards, including its approach to setting
leverage ratio buffers. When the FPC designed its leverage ratio framework it included
both a systemic component and countercyclical component to maintain the relative
bindingness of the leverage regime for systemically important firms and during times
of high system-wide risk, setting the level of those buffers at 35% of their risk-weighted
counterparts. This preceded the finalisation of the Basel standards, which included a
single leverage ratio buffer set at 50% of systemic risk-weighted buffers for G-SIBs.

The FPC noted that the presence of usable capital buffers was a desirable feature of
the leverage ratio regime. Such leverage buffers help ensure that banks whose activity
is relatively concentrated in lower-risk weighted lending to the real economy, such as
mortgage lending, could absorb losses and continue to support the economy in an
economic stress. They also help ensure that banks whose activity is relatively
concentrated in lower-risk-weighted financial market activity, including in core sterling
markets, could absorb shocks and continue to support market functioning in a financial
market stress.

37: Nevertheless, the FPC observed that the UK’s current approach to leverage ratio buffers
had a number of features that could be made more proportionate and more effective by being
better targeted to achieve financial stability goals. In particular:

Following the FPC’s decision in 2019 to increase the neutral rate for the UK CCyB
from 1% to 2%, risk-weighted minimum capital requirements were adjusted so that
overall regulatory loss-absorbing capacity was kept broadly unchanged. An equivalent
offsetting adjustment was not made in the leverage framework. As a result, leverage
ratio requirements increased when the CCyB increased to 2% making the leverage
ratio more likely to bind for a given risk profile. This unintended consequence affected
all banks subject to leverage requirements. The most notable impact, however, was on
banks with greater relative exposure to UK domestic lending, especially those with
lower average risk weights.

Although leverage buffers help to ensure resilience in the provision of services to
financial markets as well as lending to the real economy, the CCLB was not well



Bank of England
Page 16

targeted to serve both of these purposes. The CCLB rate that applies to each
individual bank was determined by the share of their relevant credit exposures (largely
real economy exposures) in each jurisdiction and varies in line with each jurisdiction’s
CCyB rate. But many banks to which the CCLB applied had business models that
were focussed on the provision of services to financial markets, including core sterling
markets, rather than the real economy. The fact that the CCLB’s calibration was driven
by real economy exposures meant that the FPC’s current countercyclical policy
framework was not well designed to support market functioning.

38: The FPC discussed these features, and whether the implementation of the leverage ratio
in the UK should be adjusted with a view to ensuring that the banking system was
appropriately capitalised to support sustainable growth over the long term. In particular, the
Committee discussed the importance of maintaining credibility in the leverage regime by
making changes where there was a case for doing so, given undesirable and unintended
features in the current implementation. Members also noted the interaction with international
standards, the importance of ensuring there were releasable buffers in the leverage
framework that could provide appropriate resilience to different risks, and the need to guard
against an unsustainable build-up of leverage in low risk-weighted assets, including leverage
in financial markets.

39: The FPC and PRA intended to consult on a package of measures to make the leverage
ratio framework more proportionate and more effective by being better targeted. This
package would:

e Remove the CCLB from banks’ leverage requirements to address the unintended
consequence of how it had been implemented and reflecting the fact that its calibration
was not closely linked to the systemically important financial market activity for which
the leverage ratio was a key prudential constraint.

e Move the calibration of the ALRB for firms with systemic buffers into line with
international standards - to 50% of risk-weighted systemic buffers. Like its risk-
weighted counterpart, the ALRB for domestically systemic firms would be releasable in
a stress.

e Make a greater share of leverage requirements and buffers releasable. The leverage
ratio Tier 1 minimum requirements would be reduced from 3.25% to 3% and a simple
general leverage ratio buffer would be applied to firms subject to leverage
requirements, set at 25 basis points of the leverage exposure measure (which
currently excludes central bank reserves).

40: The general leverage ratio buffer would be releasable, if necessary to zero, to help
ensure that banks could absorb losses in an economic or financial market stress while



Bank of England
Page 17

continuing to support the real economy and the functioning of financial markets. If, on the
other hand, the FPC were to in future judge that risks were heightened and that additional
resilience was warranted, it could consider increasing the general leverage ratio buffer above
25 basis points. Like all buffer requirements in the UK capital framework, the general
leverage ratio buffer would be met with CET1 capital.

41: In its Bank Capital Stress Test, the Bank typically assessed the capital resilience of
individual banks against a leverage ratio hurdle rate that included minimum leverage ratio
requirements and the ALRB. To ensure that the capital banks needed to remain above the
hurdle rate in the Bank Capital Stress Test did not increase as a result of this package, the
Bank would expect to adjust the leverage ratio hurdle rate. Specifically, alongside these
proposals, the Bank would expect to set leverage hurdle rates for the test as minimum
requirements plus 40% of banks’ risk-weighted systemic buffers (lower than the 50% of risk
weighted systemic buffers that would apply in banks’ regulatory requirements).

42: When taking into account both regulatory requirements and the capital needed to remain
above the leverage ratio hurdle rate in the Bank Capital Stress Test, the changes would
reduce the leverage ratio that large UK banks subject to the leverage requirement need to
maintain by around 20 basis points in aggregate, with the impact varying by bank. This would
leave leverage ratio requirements for UK large domestically-focused banks and G-SIBs
within the range of other jurisdictions globally.

43: The FPC considered that the package of proposed leverage ratio reforms would make
the UK leverage ratio framework more proportionate and more effective by being better
targeted. The Committee judged that were the proposals implemented, the outcome would
remain consistent with international standards. The FPC also judged that it was appropriate
for the package of changes to unwind the unintended consequences of raising the neutral
rate of the CCyB, and that this would result in some reduction in the aggregate leverage ratio
that the banking system needed to maintain, whilst maintaining the overall resilience of the
banking system.

44: Notwithstanding the benefits of the proposed changes, given the importance of the
leverage ratio in determining capital requirements associated with activity in core sterling
markets, some FPC members were concerned that the proposal might lead to an unwanted
increase in market-based leverage, with implications for the resilience of core UK markets.
The Committee discussed the extent of this risk and potential mitigations. Most judged that
the benefits of the proposed changes outweighed the costs. Most also judged that the
changes in UK leverage requirements were likely to have a relatively small impact on
leverage in the context of financial markets and that alternative tools might be better suited to
mitigate risks from financial leverage, particularly in the context of the FPC’s gilt repo market
resilience work. Some, however, believed that mitigating policy actions targeted towards
some firms that play an important role in core UK markets would likely be necessary.
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45: The Committee agreed that the implications of the proposals for the resilience of core UK
markets merited further consideration. The Committee would work, alongside the PRA, to
identify whether the proposal would leave any financial stability gaps that would need to be
managed and whether this justified further adjustments to the policy package. This analysis,
which would take into account the FPC’s work on gilt repo market resilience and impacts of
the proposal on market functioning, would be completed by, and considered at, the Q3 FPC
meeting to allow any potential consultation on this element alongside the rest of the proposal.

Next steps

46: In addition to the FPC’s Q3 work on the implications of its leverage ratio proposals, the
Committee expected to update on its assessment of the interaction of capital requirements
that were related to domestic exposures in the Q4 2026 FSR. Capital requirements that were
related to domestic exposures included the UK CCyB, O-SllI buffers, and Pillar 2A
requirements for geographic credit concentration risk, which each served different purposes
in the capital framework, but were all calibrated based on measures of domestic lending. The
FPC and the PRA intended to draw on several sources of information when conducting this
work including on the impact of systemic failures and credit concentration, and banks’ stress-
test results.

47: The FPC also continued to support other initiatives by the Bank to respond to feedback
on interactions, proportionality and complexity in the capital framework. This included PRA
work to develop a systematic approach to updating the regulatory thresholds, the PRA’s
contribution to the Government’s review of the ring-fencing regime, and the PRA’s work to
assess firms’ feedback and supporting evidence on a range of possible changes to internal
ratings based (IRB) models for mortgage lending. Further details would be set out in the
FPC's bank capital review FSIF.

Systemic sterling-denominated stablecoins

48: The FPC welcomed the Bank’s publication on 22 June of its Policy Statement and a
draft Code of Practice for systemic sterling-denominated stablecoins. The framework
was designed to enable innovation, market entry and allow UK issued stablecoins to develop
as trusted forms of money. The Committee noted that the regime was forward looking and
intended to mitigate risks to financial stability, including through the calibration of backing
assets and temporary issuance guardrails. The Committee also noted the forthcoming
publication of the Bank of England and FCA'’s approach to joint regulation of systemic
stablecoin issuers, which would provide important clarity on the transition between the non-
systemic and systemic parts of the UK stablecoin regimes.

Money market funds
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49: The FPC judged that it remained important to lock in the higher levels of resilience that
had been held by MMFs since the ‘dash-for-cash’ in 2020, as liquidity mismatch in these
funds remained a key potential source of vulnerability in the system of MBF. Following the
onset of the Middle East conflict, moves in bond yields in some markets, including the UK,
had been amplified by hedge fund deleveraging. Markets had nevertheless remained orderly,
supported by the resilience and behaviour of market participants such as MMFs. This
underscored the importance of embedding the resilience built in the sector.

50: The FPC welcomed recent statements by HM Treasury and the FCA on their plans to
enhance MMF resilience, in line with the 2021 FSB policy proposals. The Committee judged
that these reforms, including measures to strengthen liquidity risk management, formed an
important element of the broader programme to increase resilience in MBF. It also welcomed
discussions between UK and EU authorities and the progress made in advancing reforms to
enhance MMF resilience in both jurisdictions.

The following members of the Committee were present at the 26 June Policy meeting:

e Andrew Bailey, Governor
¢ Nathanaél Benjamin
e Stephen Blyth

e Sarah Breeden

e Jon Hall

e Randall Kroszner

e Clare Lombardelli

e Liz Oakes

e Dave Ramsden

¢ Nikhil Rathi

e Carolyn Wilkins

e Sam Woods

Gwyneth Nurse attended as the Treasury member in a non-voting capacity.

Annex 1: Financial Policy Committee policy
decisions

Ovutstanding FPC Recommendations and Directions (as at the
date of the FPC’s meeting on 26 June 2026)

On 23 March 2023, the FPC made the recommendation (23/Q1/2) that:
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e The Pensions Regulator (TPR) should have the remit to take into account financial
stability considerations on a continuing basis. This might be achieved, for example, by
including a requirement to have regard to financial stability in its objectives, which
should be given equal weight alongside other factors to which TPR is required to have
regard. The FPC noted that in order to achieve this, TPR would need appropriate
capacity and capability.

On 27 June 2025, the FPC made the recommendation (25/Q2/1) that:

e The PRA and FCA should together (i) aim to ensure that the aggregate flow of new
residential mortgages from mortgage lenders at loan-to-income ratios (LTls) at or
greater than 4.5 does not exceed 15% of total new residential mortgages, and (ii)
allow individual lenders to increase their share of lending at such high LTIs while
aiming to ensure the aggregate flow remained consistent with the limit of 15%. The
FPC recognises that, in doing so, such high LTI lending by individual lenders could
exceed 15% of their total number of new residential mortgages while the aggregate
flow remains consistent with the 15% limit. The aggregate flow is calculated based on
new residential mortgages extended by lenders which extend residential mortgage
lending in excess of £150 million per annum.

Other FPC policy decisions which remain in place

The following text sets out previous FPC decisions, which remain in force, on the setting of its
policy tools. The calibration of these tools is kept under review.

Countercyclical capital buffer rate

The FPC agreed to maintain the UK CCyB rate at 2% on 26 June 2026, unchanged from its
27 March 2026 meeting. This rate is reviewed on a quarterly basis. The UK has also
reciprocated a number of foreign CCyB rate decisions — for more details see the Bank of
England website. Under PRA rules, foreign CCyB rates applying from 2016 onwards will be
automatically reciprocated up to 2.5%.

Leverage Ratio

In September 2021, the FPC finalised its review of the UK leverage ratio framework, and
issued a Direction and Recommendation to implement the outcome of the review as set out
in its October 2021 Record.

In October 2022, in line with its statutory obligations, the FPC completed its annual review of
its Direction to the PRA. The FPC revoked its existing Direction to the PRA in relation to the
leverage ratio regime, and issued a new Direction on the same terms as in September 2021
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with the addition of discretion for the PRA to set additional conditions to the central bank
reserves exclusion.

e The full text of the FPC’s Direction to the PRA on the leverage ratio is set out in the
Annex of the October 2022 Record, together with the original Recommendation (now
implemented).

e The PRA has published its approach to implementing this Direction and
Recommendation.

e The FPC is required to and has continued to review its leverage ratio Direction
annually, most recently in 2025 Q3.



