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Calendar week 50 
This briefing gives an update on and summarises recent events and developments in 
the Banking Union, based on publicly available information. It gives an overview of: 
1) the Eurogroup agreement on the backstop to the Single Resolution Fund; 2) the 7th 
monitoring report by the European Commission, European Central Bank and Single 
Resolution Board on risk reduction indicators; 3) recent European Central Bank  
publications, namely the Financial Stability Review and  guidance on climate- related 
and environmental risks; 4) recent Single Resolution Board publications, specifically  
its 2021 Work Programme and guidance on bank mergers and acquisitions; and 5) the 
EBA’s benchmarking exercise of national insolvency regimes. 

1. Eurogroup agreement on the Single Resolution Fund backstop  
On 30 November, the Eurogroup agreed on an early introduction (from 2024 to 2022) of a common fiscal 
backstop to the Single Resolution Fund (SRF) through an amendment to the European Stability Mechanism 
(ESM) treaty. This agreement is a culmination of a long process one may say started as early as 2013, when 
the regulation setting up the Single Resolution Mechanism (SRM) was agreed (for details on the Single 
Resolution Mechanism see EGOV specific briefing). The revised ESM Treaty will be open for ratification by 
euro area Member States after signature in January (see Eurogroup President letter to the President of the 
European Council) so that the changes, including the SRF backstop, can enter into force. 

The need for such public backstop is reflected in the intergovernmental agreement on financing of the SRF 
(see, in particular, recital 13) adopted alongside the SRM Regulation. As the Eurogroup puts it, the backstop 
will provide “a financial safety net for bank resolutions in the Banking Union, which will help to protect financial 
stability (...) strengthen the resilience and crisis resolution capacities of the euro area.” The ESM will, under the 
revised Treaty, be able to grant a credit line to the SRF which can be activated once financing needs in 
resolution exceed the amounts available to the Single Resolution Board (SRB).  

The decision whether to use the ESM to backstop the SRF has matured overtime. The Eurogroup agreed the 
final design of such backstop in December 2019, after a number of meetings throughout previous years. The 
agreed documents include a Backstop Guideline and three draft Board of Governors resolutions (the first 
one determining the nominal cap and setting out the provisions on the permanence of the legal framework; 
the second on a resolution granting the backstop facility and determining the key financial terms and 
conditions thereof and for the termination of the backstop facility; and a third resolution confirming that 
the Direct Recapitalisation Instrument (DRI) of the ESM will be cancelled once the common backstop is 
introduced). One additional guideline on pricing policy is also available. Early introduction of the backstop 

https://www.consilium.europa.eu/en/meetings/eurogroup/2020/11/30/
https://www.consilium.europa.eu/media/21899/20131218-srm-backstop-statement.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014R0806&from=EN
https://www.europarl.europa.eu/RegData/etudes/BRIE/2014/528749/IPOL-ECON_NT(2014)528749_EN.pdf
https://www.consilium.europa.eu/media/47177/20201204-letter-to-president-charles-michel.pdf
http://register.consilium.europa.eu/doc/srv?l=EN&f=ST%208457%202014%20INIT
https://www.consilium.europa.eu/media/41643/20191205-letter-president-of-the-eurogroup-to-cm.pdf
https://www.consilium.europa.eu/media/41668/20191206-draft-backstop-guideline.pdf
https://www.consilium.europa.eu/media/41669/20191206-draft-bog-resolution-1-nominal-cap.pdf
https://www.consilium.europa.eu/media/41669/20191206-draft-bog-resolution-1-nominal-cap.pdf
https://www.consilium.europa.eu/media/41670/20191206-draft-bog-resolution-2-key-financial-terms.pdf
https://www.consilium.europa.eu/media/41671/20191206-draft-bog-resolution-3-annulment-of-the-dri.pdf
https://www.consilium.europa.eu/media/41673/20191206-draft-pricing-guideline.pdf
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is foreseen in line with the draft Backstop Guideline1. Such early introduction was decided by Eurogroup, as 
referred to above, following a positive assessment of sufficient risk reduction (see section 2 on the 
monitoring report of risk reduction indicators).  

The main elements of the agreed SRF backstop are the following: 

Table 1: Selected elements for the common backstop to the SRF 

General 

characteristics 

• Revolving credit line upon which loans by the ESM may be granted to the SRB. 
• Nominal cap of EUR 68bn; can be adjusted by ESM Board of Governors. 
• Regular review of the guidelines and the facility should be performed every 3 years.  
• Initial duration of the backstop facility will be provided for 10 years, subject to automatic 

renewal unless there is a request for termination. 
• Members of the SRB Board may be called for hearings in national parliaments after adoption 

of a resolution action. 
• Cooperation arrangements should be established with non-euro area member states. 
• ESM will assess SRB repayment capacity on a regular basis, together with the SRB, in the 

context of the ESM Early Warning System. 
• Additional safeguards should apply if the loan is used for liquidity assistance (disbursement in 

tranches, reduced maturity of the loan and quarterly reporting by the SRB, adequate 
collateral). 

Use of the 
backstop 

• Backstop to support use of all resolution tools. Liquidity provision may require further 
safeguards (articles 1(2) and 7 of the backstop guideline).  

Modalities 

• Fiscal neutrality (margin of 35bp in the initial 3 years; step up margin of additional 15bp after 
3 years). Pricing to be detailed in the backstop facility agreement. Additional flat fees to be 
paid by the SRB on an annual basis.  

• Maturities of loans to be granted under the backstop facility: 3 years + possible 2 years 
extension, with possible 5 years upfront maturity if SRB considers financial stability risks exist 
(to be decided by the ESM Board of Directors). 

• Equivalent treatment would be ensured with non-euro area Member States participating in 
the BU, via parallel credit lines to the SRF.  

Decision 
making 

arrangements 

• ESM Board of Directors would decide on effective usage of the backstop and issuing loans in 
maximum 12 hours after SRB request, extendable to 24 hours in particularly complex 
resolution cases.  

• ESM Executive Director may be given time-limited delegation. 

Source: EG terms of reference for the common backstop to the Single Resolution, draft backstop guideline and draft pricing guideline.  

Access to the backstop requires fulfilling a number of conditions (see specific EGOV briefing, section 5.1), in 
particular the “permanence of the legal framework”. Access to the backstop will only be available insofar the 
rules on bail-in and those on minimum requirements on bailinable liabilities (MREL) remain in place. The 30 
November Eurogroup statement recalls this condition, stating that “the use of the SRF on a mutual basis and 
the transfer of contributions to the SRF are contingent upon the permanence of the legal framework on resolution 
whose rules are equivalent to, and lead at least to the same result as those under the SRM Regulation, including 
the rules on the resolution tools, notably those concerning the application of the bail-in tool. (...) For loss 
absorption, the use of the SRF, and hence the common backstop for that purpose, will be conditional on the 
minimum contribution by shareholders and creditors of 8 % TLOF excluding historical losses in accordance with 
the current legal framework.”  

                                                             
1  The Guideline establishes that the decision on the early introduction of the backstop will be taken in 2020 and be informed by the 

risk reduction assessment of the institutions and competent authorities and be reflected in limited changes to the 
Intergovernmental Agreement , which would bring forward the mutualisation of ex-post contributions to the SRF. The Guideline 
further specifies the path towards full mutualisation among national compartments. 

https://www.consilium.europa.eu/media/41668/20191206-draft-backstop-guideline.pdf
https://www.consilium.europa.eu/media/46978/joint-risk-reduction-monitoring-report-to-eg_november-2020_for-publication.pdf
https://www.consilium.europa.eu/media/37268/tor-backstop_041218_final_clean.pdf
https://www.consilium.europa.eu/media/41668/20191206-draft-backstop-guideline.pdf
https://www.consilium.europa.eu/media/41673/20191206-draft-pricing-guideline.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2019/634357/IPOL_IDA(2019)634357_EN.pdf
https://www.consilium.europa.eu/en/press/press-releases/2020/11/30/statement-of-the-eurogroup-in-inclusive-format-on-the-esm-reform-and-the-early-introduction-of-the-backstop-to-the-single-resolution-fund/
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The 30 November Eurogroup statement mentions: “We take note of the significant build-up of the SRF during 
the last few years, and note that further contributions will be raised in line with the agreed target level of at least 
1% of covered deposits at the end of the transition period.” In this context one may note that a recent European 
Court of Justice decision puts into question the legal basis used to collect fees to the SRF (see previous EGOV 
briefing, section 5). 

2. Monitoring report on risk reduction indicators  
The European Commission, European Central Bank (ECB) and SRB published the seventh edition of the 
monitoring report on risk reduction indicators2, with the intention to inform the decision by the Eurogroup 
on  November 30th on the early introduction of the SRF by the ESM. In order to account for the COVID-19 
crisis, the report distinguishes between a ‘’legacy position’’, referring to the period up to Q4 2019, and for 
the crisis period between end-2019 and Q2 2020. 

Regarding Non-performing loans (NPLs), the report finds that aggregate NPL ratios of significant 
institutions in the Banking Union for Q4 2019 remain below the benchmark levels 3: the average gross NPL 
ratio stood at 3.2% in Q4 2019, down 4.6 percentage points (pp) from Q4 2014 (see figure 1). This represents 
a decrease in the volume of gross NPLs from approximately EUR 1tn to EUR 506bn. Looking at Q2 2020 data, 
the monitoring report finds that ‘’mean and median gross and net NPL ratios of significant institutions in the 
Banking Union continued to decline and continued to remain below the relevant benchmarks.’’ Moreover, four 
Member States (Greece, Cyprus, Portugal and Italy) continue to have NPL ratios above the benchmark rate. 

Figure 1: Gross NPL ratio evolution in the Banking Union 

 
Source: European Commission, ECB, SRB.   

The monitoring report notes that the impact of the COVID-19 pandemic is only partially reflected in the most 
recent data. Firstly, rising levels of central bank liquidity in the banking sector may have reduced the NPL 
ratio (given that such inflows are - somewhat counterintuitively - included in the denominator of the NPL 
ratio; the monitoring report states that “NPE ratios always include cash balances as part of debt instruments 
in the denominator”; in contrast to that statement, however, the EBA Guidelines on disclosure of non-
performing and forborne exposures of December 2018 state that “The gross NPL ratio is the ratio of the gross 

                                                             
2 See letter from then-Eurogroup President Centeno to then President of the Euro Summit Tusk on 25 June 2018 explaining the 

rationale and format of these regular assessments.  
3 Benchmark levels are set at 5% gross NPLs (The ratio of gross NPLs and advances/total gross loans and advances (including cash 

balances held at central banks and other demand deposits)) and 2% net (The ratio of NPLs and advances net of allowances and 
credit risk adjustments to total net loans and advances (including cash balances held at central banks and other demand 
deposits)). 

https://www.consilium.europa.eu/en/press/press-releases/2020/11/30/statement-of-the-eurogroup-in-inclusive-format-on-the-esm-reform-and-the-early-introduction-of-the-backstop-to-the-single-resolution-fund/
http://curia.europa.eu/juris/document/document.jsf?text=&docid=231507&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=9926920
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645731/IPOL_BRI(2020)645731_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645731/IPOL_BRI(2020)645731_EN.pdf
https://www.consilium.europa.eu/media/46979/2020-11-30-joint-risk-reduction-monitoring-report-eg.pdf
https://www.consilium.europa.eu/media/46979/2020-11-30-joint-risk-reduction-monitoring-report-eg.pdf
https://www.consilium.europa.eu/media/35798/2018-06-25-letter-president-centeno-to-president-tusk.pdf
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carrying amount of NPLs and advances to the total gross carrying amount of loans and advances subject to the 
NPE definition. For the purpose of this calculation, loans and advances classified as held for sale, cash balances 
at central banks and other demand deposits are to be excluded both from the denominator and from the 
numerator” (emphasis added). Adjusting for cash balances, the aggregate gross NPL ratio for the Banking 
Union then increases to 3.5% (+0.6 pp).  

A second factor to consider is the impact of mitigating measures taken by policymakers in response to the 
COVID-19 crisis. At the aggregate level, the report finds that ‘’As of Q2 2020, the total number of loans 
benefiting from all three4 measures related to about EUR1004 billion or 7.0% of total gross loans of Banking Union 
Significant Institutions. 5.3% of these loans related to loans benefiting from EBA-compliant moratoria, 1.3% to 
loans benefiting from state guarantees, and 0.4% to loans benefiting from other COVID-19 forbearance 
measures.’’ Aggregate levels, however, hide significant dispersion at the Member State level. The percentage 
of loans benefiting from COVID-19 measures over total loans were highest for Cyprus (42.3%), Portugal 
(20.7%) and Greece (12.5%), and lowest in Netherlands (3.5%), Luxembourg (1.6%) and Germany (1.5%).  

Despite the measures in place, the overall ratio of NPLs as a percentage of total loans benefiting from COVID-
19 measures stood at 0.2% as of Q2 2020. The report concludes that it is ‘’difficult to gauge which proportion 
of the performing loans is likely to be reclassified as non-performing in the future (...) the impact is likely to depend 
on macroeconomic factors, such as the severity of the COVID19 pandemic, the extent to which economies can 
mitigate its impact, the speed of economic recovery after the crisis, as well as bank-specific features, such as 
diversification, large exposures and the quality of the loan book.’’ 

The report finds a ‘’significant improvement’’ in banks’ minimum requirements for own funds and eligible 
liabilities (MREL) compliance, with the average MREL shortfall declining to 1.0% total risk exposure amount 
(TREA) in Q4 2019 from 1.8% TREA in Q4 2018, largely attributable to an increase in the stock of eligible 
liabilities. In aggregate terms, the total MREL funding needs5 required for compliance decreased from 7.2% 
in Q4 2018 to 4% in Q4, 2019, mostly as a result in the increase in the stock of eligible liabilities.  

Looking at Q2 2020 data, the report finds that the average MREL target increased to 27.9% TREA (from 25.6% 
TREA in Q4 2020) driven by an average 9.9% increase in total liabilities and own funds. However, the increase 
in MREL-eligible stock in the first half of the year did not match this increase in MREL targets. Consequently, 
the average MREL shortfall rose to 2.0% TREA (EUR146.5 billion) in Q2 2020, as compared to 1.0% TREA 
(EUR73.7 billion) in Q4 2019. Looking ahead, the report concludes that ‘’The effect of the COVID-19 crisis on 
balance sheets (...) together with the impact of BRRD II/SRMR II and in the future, that of the Basel III 
implementation, may lead to further increases in MREL targets. Even with transitional periods, this could put 
pressure on the banking sector to continue issuing eligible instruments at a sustainable pace over the next years.’’  

The report finds that at aggregate levels, the capital position of banks has improved since Q4 2014, with 
the average Common Equity Tier 1 (CET1) ratio increasing by 3.7 pp to 14.6% by Q4 2019. In the first quarter 
of 2020, the weighted average CET1 ratio decreased by 0.4 pp, driven by an increase in credit and market 
risk, before increasing by 0.3 pp in the second quarter - which the report attributes to the impact of 
regulatory measures, including the CRR ‘’quick fix’’.  

The leverage position of banks also improved, with the weighted average fully loaded leverage ratio6 
increasing from 4.0% in Q4, 2014 to 5.6% in Q4 2019. As of Q2 2020, the monitoring report notes that ‘’the 
ratio reduced by 41 basis points to 5.2%, remaining above the forthcoming minimum 3% leverage requirement. ’ ’  

Lastly, there was an improvement in the liquidity and funding position of banks since Q4 2014: as of Q4 
2019, the Liquidity Coverage Ratio (LCR) stood at 145.9% and the Net Stable Funding Ratio (NSFR) at 113.6%. 
During this time, both ratios remained above the 100% minimum requirement. Both the LCR and NSFR 
increased in Q2 2020 to 165.5% and 118.6%, respectively, as a result of monetary policy measures in 
response to the pandemic crisis. 
                                                             
4 The EBA’s COVID-19 disclosure package categorises measures as (i)  EBA-compliant moratoria, (ii) other COVID-19 forbearance 

measures and (iii) state guarantees. 
5 Calculated as total MREL shortfall over total MREL target. 
6 Ratio of fully loaded Tier 1 capital/total leverage ratio exposure. 

https://eba.europa.eu/regulation-and-policy/supervisory-reporting/guidelines-covid-19-measures-
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3. ECB Banking Supervision publications 
3.1 Financial Stability Review  

The ECB’s Financial Stability Review (FSR), published in November 2020, assesses the implications of the 
ongoing pandemic and the associated change in prospects for financial market functioning, debt 
sustainability, bank profitability and the non-bank financial sector. Moreover, “It also sets out policy 
considerations for both the near term and the medium term. It does so to promote awareness of systemic risks 
among policymakers, the financial industry and the public at large, with the ultimate goal of promoting financial 
stability. By providing a financial system-wide assessment of risks and vulnerabilities, the [FSR] also provides key 
input to the ECB’s macroprudential policy stance.” 

Recent economic and financial markets developments, related to the uncertainty caused by the pandemic 
outbreak and the confinement measures, has substantially impacted the valuations of systemic risk. As the 
ECB has identified in their FSR, a notable rebound in financial markets over the summer without the 
presence of strong economic fundamentals are increasing the risk of a correction in the risk premia. The risk 
of a correction in residential and commercial property markets has also increased, as signs of overvaluation 
of real estate are increasingly visible for the euro area as a whole. Non-bank financial intermediaries and 
investment funds have increased their risk-taking, which exposes them to an increased likelihood of 
outflows and losses if corporate credit risk rises. Furthermore, insurers are facing increasing profitability 
pressures arising from lower underwriting volumes and higher claim provisions, which pushes them to 
rebalance their portfolios towards higher-yielding, but riskier assets.  

In the short-term, the private sector is being stabilised by substantial public sector support, however, as a 
result of such stimulus, the balance sheet vulnerabilities in the public sector have increased markedly over 
the medium term. Contingent liabilities could increase sovereign debt levels even further, if the economic 
situation deteriorates and issued loan guarantees are called. Moreover, firms have been drawing down on 
credit lines and have issued large amounts of bonds to meet liquidity needs, which also increases risks to 
financial stability in the medium term. Higher sovereign and corporate debt levels could weight on the 
economic recovery due to increase debt servicing costs and re-ignite debt sustainability concerns. 

Only household balance sheets have been modestly affected due to government support and high savings, 
nevertheless, households in a number of euro area countries continue to be burdened by high legacy debt. 
Moreover, an abrupt end to government policy support schemes could pose cliff-edge risks to the debt 
servicing capacity of both firms and households. 

Despite the increased resilience of the banking sector since the global financial crisis, the FSR identifies 
several systemic risks that could impact sector’s performance: (i) weak profitability prospects that continue 
to weight on banks’ valuations; (ii) increased lending to non-financial corporations could translate into credit 
losses and NPLs; and (iii) the remaining high legacy stock of corporate NPLs in some countries. Furthermore, 
“Euro area banks must also manage legacy structural problems and the increasing need to address climate risk.  
In particular, low cost-efficiency, limited revenue diversification and overcapacity afflict the euro area banking 
sector. Banks appear to have stepped up cost-cutting efforts as a result of the pandemic by further reducing the 
number of staff and branches, but low profitability may hinder meeting digital transformation needs.” 

The ECB stresses thatnear-term actions need to be accompanied by policy planning for medium- to long-
term risks and suggests a policy roadmap (see Figure 2 below). The FSR states that“While policymakers focus 
mostly on addressing the immediate situation, attention also needs to be paid to a number of risks that could 
arise further ahead. First, in the face of an uneven recovery, integrated and resilient markets could be supported 
by completing the banking union and achieving progress in establishing the capital markets union (CMU), 
including enhancing the regulatory framework for non-banks in a way which reflects macroprudential 
perspectives [...] Second, while facilitating the financing of the transition to a carbon-neutral economy offers 
opportunities for financial integration and growth, the financial stability risks posed by climate change must be 
managed. Finally, the experience of recent months shows the benefits of releasable bank capital and suggests 
rebalancing capital requirements to create macroprudential policy space in the medium term.” 

https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202011%7Eb7be9ae1f1.en.pdf
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Figure 2: Policy roadmap 

 
Source: ECB. 

3.2 Guidance on climate- related and environmental risks  

At the end of November, the ECB published two documents on climate-related and environmental risks, 
namely:  

• a ‘snapshot report’ that sets out to what extent those risks are already disclosed, 
• and the final guide on climate-related and environmental risks that sets out what the ECB expects 

banks to do over the course of time. 

In the snapshot report on the status quo, the ECB “concludes that, in general, institutions do not yet 
comprehensively disclose their risk profile and that significant efforts are needed to promote transparency in the 
financial markets on the climate-related and environmental risks institutions are exposed to. As of yet, virtually 
none of the institutions in the scope of the assessment would meet a minimum level of disclosures set out in the 
“ECB Guide on climate-related and environmental risks” [...]”. That statement refers to the situation in 2019 and 
a sample of 125 banks: 18 of which fall into the category of small banks – or less significant institutions – 
that are supervised by national authorities, while the majority (107) are large banks – significant institutions 
– that are directly supervised by the ECB.  

Despite the fact that none of the banks assessed would currently meet the recommended minimum level 
of disclosures on transition risks7 and physical risks8, the ECB still sees a positive trend in the data: it reports 
that the number of institutions that do not disclose any information on climate-related risks has decreased 
from 35% in 2019 to 14% in 2020. Moreover, the data and charts in the ECB’s snapshot report clearly suggest 
that there is a size effect regarding the relevance attached to the topic: “the larger the balance sheet, the more 
likely it is that the bank discloses the impact both in the short and the long term.” As regards the impact of 
transition risk, for example, the ECB finds that some 79% of institutions with balance sheets larger than EUR 

                                                             
7 “Transition risk” mean financial losses related to the adjustment process towards a lower-carbon and more environmentally 

sustainable economy. 
8 “Physical risks” means financial losses resulting from climate change, notably more frequent extreme weather events and 

environmental degradation. 

https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202011%7Eb7be9ae1f1.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ecbreportinstitutionsclimaterelatedenvironmentalriskdisclosures202011%7Ee8e2ad20f6.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.202011finalguideonclimate-relatedandenvironmentalrisks%7E58213f6564.en.pdf
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500 bn make related disclosures, compared with 8% of institutions with balance sheet smaller than EUR 30 
bn. To what extent the non-disclosure of information might be justified by a lack of materiality may need to 
be investigated further: those institutions in the sample that qualified climate-related risk as immaterial 
typically provided no substantiation for their assessment. 

Guidance as to what banks are expected to do in the future can be found in the ECB’s final guide on climate-
related and environmental risks, published on the same day, which draws from a number of survey-based 
assessments, public disclosures, internal capital adequacy assessment process (ICAAP) submissions, and 
feedback from a public consultation. 

As the guide is non-binding, it can only serve as a basis for the supervisory dialogue, during which any 
possible divergences can be discussed. Several supervisory expectations are spelled out in quite some detail, 
though, which increases their chance of having an impact. In concrete terms, the ECB sets out thirteen 
supervisory expectations, specifying, for example, that banks are expected to understand the impact of 
climate-related risks on the business environment in which they operate; to consider them when developing 
the business strategy, business objectives, risk management as well as risk appetite framework; to assign 
responsibility for the management of climate-related risks within the organisational structure at all levels 
(business line, risk management or oversight level, and internal audit); to integrate aggregated risk data into 
the internal reporting; to identify and quantify those risks within their overall process of ensuring capital 
adequacy; to consider them at all relevant stages of the credit-granting process; to monitor their impact on 
current market risk positions and future investment; to include them in stress tests; to assess their potential 
impact on the depletion of liquidity buffers; and finally, for the purposes of regulatory disclosures, to publish 
meaningful information and key metrics on climate-related risks deemed material.  

Considering the status quo, achieving full compliance with those expectations could be seen as a challenge. 
The ECB acknowledges that the related metrics and tools are still evolving and that, currently, the available 
data required for quantifications is somewhat incomplete, but it expects the reporting of climate-related 
and environmental risks to mature over time. Banks are in any case expected to assess their data needs, 
identify the current data gaps and to devise a plan to overcome these gaps. 

In this context, one may note that the Commission’s Communication on non-financial reporting (2019/C 
209/01), published in June 2019, which sets out what information companies should publish on climate-
related risks, is likewise non-binding. The Commission’s Communication inter alia clearly states that “Without 
sufficient, reliable and comparable sustainability-related information from investee companies, the financial 
sector cannot efficiently direct capital to investments that drive solutions to the sustainability crises we face, and 
cannot effectively identify and manage the risks to investments that will arise from those crises”. That 
observation of course raises the question of whether, or to what extent, banks can make up for a lack of 
information in the event that their clients – who have first-hand knowledge about the risks they face – do 
not follow-up on the Commission’s recommendation. 

4. Recent SRB publications 
4.1 Work programme for 2021  

On 30 November, the Single Resolution Board (SRB) published their Multi-annual Programme for the 
upcoming three years. As the SRB has stated, “In the coming years, the European banking sector, as well as the 
economy at large, will continue to deal with the fallout from the Covid-19 crisis. The contingency of the pandemic 
has so far led to a number of extraordinary changes to the prudential framework, as well as to State aid, to 
facilitate bank lending and mitigate the impact of the pandemic. In this context, the urgent need to complete the 
Banking Union will remain a high priority on the agenda.”  

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52017XC0705%2801%29
https://srb.europa.eu/sites/srbsite/files/srb_multi-annual_programme_2021-2023.pdf
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Given such a background, the work of the SRB will focus on five key areas: 
1. Achieving resolvability of SRB banks and less significant institutions; 
2. Fostering a robust resolution framework; 
3. Preparing and carrying out effective crisis management; 
4. Operationalising the Single Resolution Fund; 

5. The SRB as an organisation. 

Some major novelties in the working programme are the commitment to design and perform on-site 
inspections (OSI) and focus more on the effective crisis management framework. The report also mentions 
that the SRB will also be performing more dry-run exercises. 

In order to be able to ensure resolvability of  both the banks under the SRB’s remit and of the less significant 
institutions, the SRB is planning to gradually develop the OSI capacity. “In 2021, the SRB will develop a stepwise 
approach to be prepared for on-site inspections. It will develop the methodology for OSI and launch pilot visit 
projects, [...] to gain experience on direct access to banks. This will pave the way for further on-site visits at banks 
deemed of interest by the SRB to enhance resolvability and to improve Resolution Plans. Overtime, the SRB will be 
prepared for carrying out fully-fledged on-site inspections. This stepwise approach, that will include [National 
Resolution Authorities], will contribute to spread the culture across the SRM on on-site visits, as well as and fully 
fledged OSI [...] Leveraging on the lessons learnt from these visits, and from the experience of other relevant 
European and national authorities, the SRB will then coordinate and plan fully-fledged OSIs by 2023.” 

Moreover, the SRB is planning to further prepare and strengthen an effective crisis management framework. 
As part of this work stream, the SRB is planning to carry out dry-run exercises “To test crisis preparedness, the 
objective for 2021-2023 is to perform several “fully-fledged” and “technical” dry-runs. The former type of dry-run 
simulates the entire management process and decision making in resolution cases, while the latter investigates 
specific topics and/or processes in crisis. Beyond this, the SRB also encourages “bank-specific deep-dives”, i.e. dry-
runs [...] to assess specific topics (i.e. governance, communication, use of the resolution tools, etc.), and dry-runs 
by [national resolution authorities] to enhance readiness to implement resolution decisions.” So far, there are 
only very few examples of dry-run exercises, such as the regional crisis simulation exercise among the 
Nordic-Baltic financial stability authorities. 

4.2 Guidance on bank mergers and acquisitions 

On 7 December 2020, the SRB published a paper outlining its expectations for how banks engaging in 
mergers and acquisitions (M&As) can ensure resolvability. While not legally binding, the paper aims to ‘’raise 
the awareness of banks carrying out M&As and other corporate transactions with regard to the potential 
consequences on their resolvability...This will enable banks to engage in a constructive dialogue with the SRB, 
recognising that such transactions may present opportunities to strengthen their resolvability.’’ 
 
According to Principle 1.2 of the Expectations for Banks, published by the SRB in April 2020, “banks are 
expected to inform resolution authorities without undue delay on material changes[…] having an impact on 
resolution planning activities or the implementation of the preferred resolution strategy (PRS) and resolvability”.  
The paper explains that early notification will allow for a coordinated approach between the SRB and 
supervisors to prevent duplication of efforts in identifying resolvability concerns and ensuring consistency 
between the new bank model and selected resolution strategies. To that end, the SRB expects banks to 
prepare a revised resolvability work plan. The SRB notes that internal resolution teams may consider 
alternative phase-in or transitions of some of the resolvability expectations on a case-by-case basis, although 
these are not expected to exceed the original timeline by more than 18 months as a rule. 
 
The paper sets out its expectations in four areas. First, banks are expected to maintain sufficient loss-
absorption and recapitalisation capacity post-transaction. The SRB notes that ‘’previously adopted MREL 
decisions remain valid until they are replaced by new decisions or cease to be applicable in light of changed 
circumstances. In this regard, the SRB will analyse the need to review target levels or transitional periods on a case 

https://www.riksbank.se/en-gb/press-and-published/notices-and-press-releases/notices/2019/statement-regarding-nordic-baltic-financial-crisis-simulation-january-2019/
https://srb.europa.eu/sites/srbsite/files/2020-12-07_single_resolution_board_expectations_for_ensuring_the_resolvability_of_banks_engaging_in_mergers_acquisitions_and_other_corporate_transactions_final.pdf
https://srb.europa.eu/sites/srbsite/files/efb_main_doc_final_web_0.pdf
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by-case basis if the newer data and information lead to material changes to the MREL situation or re-classification 
to a top-tier bank or G-SII.’’ Second, the SRB expects banks to integrate information systems to meet data 
requirements. Third, following the transaction, banks are expected to revisit the mapping of critical and 
essential services, including Financial Markets Infrastructure services, and associated contingency plans to 
ensure operational continuity in resolution. Lastly, the SRB notes that M&As may be an opportunity for 
banks to reconsider their legal structure to increase efficiency.  
 
The SRB’s paper is a complement to the ECB Banking Supervisor’s publication of a draft guide on the 
supervisory approach to consolidation in the banking sector, published on 1 July 2020. A public consultation 
on the draft Guide ended on 1 October, with the ECB indicating that comments and a feedback statement 
will follow.  

5. EBA’s benchmarking of national insolvency regimes   
Following a request by the Commission, the EBA conducted an ad hoc exercise on recovery outcomes of 
banks taking action on defaulted loans. Data allowed the EBA to present EU benchmarks and the 
characteristics of country‐level loan enforcement procedures in terms of recovery rates and times to 
recovery. The EBA study covers a large sample of institutions from all EU Member States; the participating 
banksheld for each of the six asset classes under consideration (namely loans to corporates, SMEs, 
commercial real estate owners, residential real estate owners, credit card holders, and other consumer loan 
debtors) at least 30% of the total assets of the respective banking sector. 

The (gross) recovery rate represents the total amount recovered through the formal enforcement process 
in comparison to the outstanding amount at the time of default; EBA also calculated the net recovery rate, 
deducting the costs related to the recovery process (e.g. internal staffing costs, fees of external legal firms, 
judicial costs). 

The EBA report notably concludes that at present, there is significant variability across Member States in the 
effectiveness of national insolvency practices as measured by recovery rates, times of recovery and costs of 
recovery. Figure 3 illustrates for example the large differences that EBA found regarding the average 
recovery rates of loans to SMEs in different Member States; the differences regarding the spread between 
the best and the worst recovery rates are even larger in some other asset classes (e.g. loans to corporates). 

Figure 3: EU benchmark, net recovery rate (%), simple average for each EU Member State – SMEs 

 
Source: EBA Report on the Benchmarking of National Loan Enforcement Frameworks, p. 26 

One interesting element of the report is the assessment of (positive) determinants that explain (higher) 
recovery outcomes. Looking at the various clusters of analysed exposures, the EBA concludes as follows 
(table 2):  

https://www.bankingsupervision.europa.eu/legalframework/publiccons/pdf/consolidation/ssm.guideconsolidation_draft.en.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Missions%20and%20tasks/Call%20for%20Advice/2020/CALL%20FOR%20ADVICE%20ON%20BENCHMARKING%20OF%20NATIONAL%20LOAN%20ENFORCEMENT%20FRAMEWORKS%20/936630/Report%20on%20the%20benchmarking%20of%20national%20loan%20enforcement%20frameworks.pdf
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Table 2: Summary of positive characteristics underpinning (higher) recovery outcomes 

SMEs and corporates Commercial real estate Residential real estate Retail - credit cards Retail - other 
consumer loans 

- Legal instruments to 
enable out‐of‐court 
enforcement of 
collateral posted;  
- the absence of long 
moratoria that 
suspend enforcement 
of collateral;  
- the possibility for 
creditors to influence 
the proceedings 
through creditor 
committees; 
- absence of privileges 
(prior rank) for debt 
towards specific types 
of creditors/debt (such 
as government, social 
security, wages, 
pension schemes); and 
- the existence of 'pre‐ 
pack' insolvency (or 
restructuring) regimes 
available for SMEs 
 

- Absence of long 
moratoria that suspend 
enforcement of 
collateral; 
- electronic 
communication 
between the courts and 
the insolvency 
administrators (secured 
and unsecured loans); 
- triggers for collective 
insolvency proceeding 
taking into 
consideration debtor's 
future positive/negative 
cash flow; - debtor 
obliged to file for 
insolvency within short 
time frame; 
- creditors' chances to 
impact on the 
proceedings through 
creditor committees; 
and 
- the absence of 
privileges (prior rank) for 
debt towards 
government and social 
security 

- Courts/judges who 
are specialised in 
insolvency cases 
(secured and 
unsecured); and 
- triggers for 
collective insolvency 
proceeding which 
take into 
consideration 
debtor’s future 
positive/negative 
cash flow 

- Triggers for collective 
insolvency proceeding 
taking into  
consideration debtor's 
future 
positive/negative cash 
flow;  
- electronic 
communication with 
courts and insolvency 
Administrators 
(secured loans); 
- Availability of 
avoidance actions and 
creditors entitled to 
request insolvency 
proceedings to be 
commenced 

- Out‐of‐court 
foreclosure 
proceedings such as 
asset seizure without 
preceding court 
order/judgement;  
- legal techniques to 
enable 
out‐of‐court 
enforcement of 
collateral available;  
- time limit for filing 
of claims;  
- triggers for 
collective insolvency 
proceeding taking 
into consideration 
debtor's future 
positive/negative 
cash flow;  
- debtor obliged to 
file for insolvency 
within short time 
limit; and  
- courts specialised in 
insolvency cases. 

Source: EBA report, table 39, p. 81-82 

Even if the EBA points to important limitations to its study, such analysis is relevant when defining an 
appropriate loan enforcement framework, also in the context of further harmonising insolvency procedures 
at EU level.  Most of the elements above are part of national legal systems and linked to the 
specificities/preferences of such national systems.  
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