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This briefing summarises recent publications that are particularly relevant in the context 
of bank supervision, namely: 1) the Basel Committee Interim report on early lessons from 
the Covid-19 pandemic on the Basel reforms, 2) the EBA peer review report on the 
prudential assessment of the acquisition of qualifying holdings, 3) the ECB Supervisory 
Banking Statistics for the first quarter 2021, and 4) the EBA report on High Earners. 
 

1) Early lessons from the Covid-19 pandemic on the Basel reforms 
On 6 July Basel Committee on Banking Supervision (BCBS) published its preliminary analysis of whether the 
Basel reforms implemented thus far have functioned in the context of the Covid-19 pandemic; the pandemic 
caused an unprecedented global economic shock that, however, was different from the Great Financial Crisis 
that motivated the Basel reforms, seeing both a much stronger plunge and rebounce (see graph 1). 

Graph 1: Evolution of GDP in the Covid-19 pandemic and the financial crisis (crisis start quarter = 100) 

 
Source: BCBS report “Early lessons from the Covid-19 pandemic on the Basel reforms”, graph 6. 

 

https://www.bis.org/bcbs/publ/d521.pdf
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The findings of that report are considered preliminary due to the fact that the pandemic still continues to 
unfold, and due to the difficulty of distinguishing between the effects of the Basel reforms and those of the 
extensive and wide-ranging monetary and fiscal support measures. 

The report concludes that “the increased quality and higher levels of capital and liquidity held by banks have 
helped them absorb the sizeable impact of the Covid-19 pandemic thus far, suggesting that the Basel reforms have 
achieved their broad objective of strengthening the resiliency of the banking system. Banks and the banking system 
would have faced greater stress had the Basel reforms not been adopted”. 

While banks generally faired quite well though the pandemic, some banks experienced strain early in the 
pandemic. Banks’ credit default swap (CDS) spreads are often used as market measures of resilience. Banks that 
have an “investment grade” credit rating saw rather modest CDS spreads movements, but those with a “non-
investment grade credit rating (BBB- or lower) faced on average considerably higher CDS spreads movements 
(see graph 2). Also, liquidity pressures faced by some banks in the early phase of the pandemic highly 
correlated with their funding models. Banks funding themselves in the wholesale money markets were more 
vulnerable due to dried up funding sources and large draws on loan facilities, while banks funding themselves 
with deposits experienced only a negligible liquidity pressure. 

 Graph 2: Banks’ CDS spreads movements during the periods of sell-off and stabilisation 

 
Source: BCBS report “Early lessons from the Covid-19 pandemic on the Basel reforms”, graph 8. 
Note: The sample is split between the sell-off period (rise in the case of CDS), from 19 Feb to 19 Mar 2020, and the stabilisation period, 
from 19 Mar to 7 Apr 2020. 

The report overall confirmed that strongly capitalised banks with higher Common Equity Tier 1 (CET1) capital 
ratios were better able to support the economy by lending to businesses and households. Higher initial capital 
levels helped banks to support lending during the pandemic, which the authors of the report see as evidence 
of the value of a robust regulatory (capital) framework. 

In fact, the observation that bank lending generally increased early in the pandemic, often supported by the 
provision of public loan guarantees, also needs to take into account that in the “dash for cash” situation many 
corporates could still draw down existing credit lines to build cash reserves to absorb the shock. A more 
detailed analysis reveals that “the correlation between banks’ capital ratios and committed credit facilities in Q2 
2019 is modestly negative, which suggests that increased lending by better-capitalised banks is more likely to reflect 
new lending than the drawdown on existing credit lines”.  

The value of well-capitalised banks for lending to the economy is also underlined by an analysis of the effect 
of capital headroom that is the amount of capital above minimum capital requirements and buffers. That 
analysis found a positive and significant relationship between capital headroom and lending to non-financial 
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companies in the euro area during the pandemic; banks that had less headroom, however, tended to lend less 
during the pandemic. Headroom equal to or lower than 3 pp appears to be a key threshold for differential 
adjustments to lending (see graph 3). 

Graph 3: Headroom and lending growth to small and medium-sized entities  

 
Source: BCBS report “Early lessons from the Covid-19 pandemic on the Basel reforms”, graph 18ii. 
Note: The lending behaviour of banks with headroom lower than 3% at Q1 2020 (“Low D2CBR”) is measured against lending by banks 
with headroom higher than 3% (“High D2CBR”). 

Banking supervisors intended to create some breathing space by relaxing buffer requirements (in 2020, ECON 
commissioned two studies on the effects of relaxing bank capital and liquidity requirements in the wake of the 
coronavirus crisis, drafted by Abad and Repullo, and Matyunina and Ongena), but the authors of the BCBS 
study observe that most banks have not used that breathing space and actually maintained capital headroom 
well above their regulatory minimum requirements and buffers. Yet, in their view, it is still too early to draw 
firm conclusions about the usability of the buffer; if the use of buffers is seen by markets as a sign of weakness, 
negatively affecting a bank’s share price, credit rating and access to low-cost funding, banks will avoid that 
market stigma by not using the breathing space. “However, it is unclear whether [the non-use of breathing space] 
reflects a reluctance to use capital buffers either out of concern about the market stigma that may result if a bank 
were to operate in its buffers or due to banks’ uncertainty regarding potential future losses.” 

During the pandemic, supervisors limited dividends on CET1 capital while allowing coupon payments on AT1 
instruments and subordinated debt. AT1 instruments are intended to absorb losses on a going-concern basis, 
complementing the purpose of equity (CET1). In Europe, contingent convertible securities (CoCos) are the 
most common type of AT1 capital instrument, while in the United States, the most common AT1 instrument is 
preferred stock. The authors of the BCBS study note that the pandemic resulted in increased yield premia for 
both preferred stock and CoCos, and that these two types of AT1 instruments have experienced broadly similar 
price movements, which suggests that investors do not perceive one instrument to be riskier than the other.  

Given that supervisors only imposed limits on dividends but not on AT1 coupon payments, the BCBS report 
mentions concerns that AT1 instruments may not be going-concern capital (similar to CET1 capital, absorbing 
losses while the business continues) but rather gone-concern capital (similar to Tier 2 capital, only absorbing 
losses in case of insolvency), but it leaves open whether AT1 instruments should actually be considered gone-
concern or going-concern capital, leaving that question subject to a more sophisticated analysis (also see 
EGOV briefing for more information on the pressure to cancel AT1 coupons). 

Looking forward, the BCBS warns that the perception of current bank resilience, strengthened by public 
support programmes, could be misleading: “As this support is removed, additional bank losses could emerge. 

https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651373/IPOL_IDA(2020)651373_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651374/IPOL_IDA(2020)651374_EN.pdf
https://www.europarl.europa.eu/cmsdata/207144/20200504%20645742.pdf
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Additionally, a longer-term consequence of the pandemic will be higher corporate and government debt, posing 
additional risks to the banking sector in the future. Finally, the pandemic is not over and there is still potential for 
further economic and financial market disruption”. 

2) EBA report on the peer review on Joint ESAs guidelines on the prudential assessment 
of qualifying holdings 

On 24 August 2021, the European Banking Authority (EBA) published a peer review report 1 on its assessment 
of banking responsible authorities’ compliance with the Joint European Supervisory Authorities (ESAs) 
guidelines on the prudential assessment of qualifying holdings2. The peer review covered a limited number of 
criteria only, but those considered the most critical (the notion of acting in concert, significant influence, 
indirect qualifying holdings, assessment of completeness of the notification and time limits, financial 
soundness, reputation of the acquirer, and selected aspects on ML/TF risk). It was based on a self-assessment 
by each authority, challenged by an Ad Hoc Peer Review Committee set up by EBA, composed of three EBA 
staff members and three representatives of national competent authorities.  

The criteria for assessing qualifying holdings are harmonised at EU level. Nevertheless, the relevant legislation, 
notably the Capital Requirements Directive3, uses an “open” terminology, thus giving rise to potential 
differentiated application. At Banking Union level, the SSM-ECB is responsible for approving the proposed 
acquisitions of qualifying holdings for all banks in the participating countries4. National company law may also 
influence the assessment of qualifying holdings. In that context, the ESAs guidelines contribute to consistent 
application of EU law by: 

a.  harmonising the conditions under which the proposed acquirer of a holding in a financial institution is 
required to notify its decision to the competent authority;  

b.  defining a clear and transparent procedure for the prudential assessment of the proposed acquisition or 
increase of a qualifying holding, including setting the maximum period of time for completing the process;  

c.  specifying clear criteria of a strictly prudential nature to be applied by the competent authorities in the 
assessment process; and  

d.  ensuring that the proposed acquirer knows what information it will be required to provide to the 
competent authorities in order to allow them to assess the proposed acquisition in a complete and timely 
manner. 

The EBA report concluded that, overall, competent authorities are fully or largely compliant with the 
guidelines, but in the Czech Republic, Germany, Denmark, Estonia, Poland, Romania, Sweden, and Slovakia, at 
least one of the criteria was according to the guidelines only partially applied (see Annex 1). In Romania, only 
one of the eight criteria was fully applied, seven others just largely or partially. In Denmark, the criterion 
“suspicion of money laundering” as regards the source of funds was considered to be not applied at all. 

The report furthermore outlines, based on the peer review assessment, that: 

 the European Central Bank (ECB) has significantly contributed to strengthening the uniform application 
of the Guidelines throughout the Banking Union;  

                                                             
1  The peer review was undertaken under Article 30 of the EBA Regulation, requiring periodic peer reviews of activities of banking 

competent authorities to further strengthen consistency and effectiveness in supervisory outcomes.   
2  The Joint ESAs Guidelines on the prudential assessment of the acquisition of qualifying holdings (JC/GL/2016/01), further develop 

and provide legal certainty, clarity and predictability to competent authorities’ decisions regarding the assessment of acquisitions of 
qualifying holdings under the relevant EU legislation.  

3  Articles 22 to 27 of the CRD.  
4  Procedurally speaking, a request for assessment of a qualified holding is submitted to the national competent authority of the target 

company, which prepares a draft decision for the SSM-ECB. The SSM-ECB makes its own assessment and decides on the request. 

https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1018492/EBA%20Peer%20Review%20Report%20on%20ESAs%20Guidelines%20on%20Qualifying%20Holdings.pdf
https://esas-joint-committee.europa.eu/Publications/Guidelines/JC_QH_GLs_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02013L0036-20210628&from=EN
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 there is a lack of common understanding amongst competent of what are ‘reasonable grounds’ to 
suspect money laundering/terrorist financing (ML/FT) risks, one of the criteria set out in CRD; 

 compliance with the strict timelines imposed in level 1 legislation remains a challenge; overall length of 
the procedure still varies between 2 months and 1 year in particular in case of complex transactions; 

 the assessment of notions such as “acting in concert” and “significant influence” is case-specific and may 
depend on national legislation. 

The EBA peer review report finally recommends: 

 Review and enhancement of guidance on the h assessment criterion relating to ML/TF risk;  
 Additional guidance on the assessment of large and complex acquisitions, including by – but not limited 

to – special acquirers like private equity funds, with multiple direct and indirect acquirers or acquirers 
acting in concert;  

 Rethink the timeframes set out: complex transactions raise specific challenges in particular as to the 
compliance with the time limit of 2 working days set out by Article 22(2) CRD for the assessment of the 
completeness of the notification; 

 Review of the guidance on the application of the principle of proportionality;  
 Review and improvement of the guidance on the content of documents and information to be provided 

with an application, in order to speed up the pre-application phase, e.g. in respect of the expectations 
of the content and assessment of the business plan. 

3) ECB Supervisory banking statistics 
On 8 July, the ECB published the supervisory banking statistics for the banks that are directly supervised by the 
ECB (i.e. significant institutions) for the first quarter of 2021, reporting inter alia on average capital ratios (see 
graph 4), average non-performing loans ratios (which show that the problem of non-performing loans is still 
unevenly distributed at country level, see graph 5), and the amount of loans and advances subject to COVID-
19-related measures, the total of which decreased to EUR 617 billion in the first quarter of 2021 (see graph 6). 

Graph 4: Capital ratios by country for the first quarter of 2021 (percentages) 

 
Source: ECB supervisory banking statistics for the first quarter of 2021. 

  



IPOL | Economic Governance Support Unit 
 
 

 6 PE 689.431 
 

Graph 5: Non-performing loans ratio by country for the first quarter of 2021 (percentages) 

 
Source: ECB supervisory banking statistics for the first quarter of 2021. 

Graph 6: Loans and advances subject to COVID-19-related measures by reference period (EUR billions) 

 
Source: ECB supervisory banking statistics for the first quarter of 2021. 

4) EBA High Earners report 
The EBA has a legal mandate (Article 75(3) of the Directive 2013/36/EU) to publish aggregated data on High 
Earners earning more than EUR 1 million per year. The report on high earners for 2019 was published in August 
2021. It shows that in 2019, the number of High Earners in EU banks stayed roughly the same as in 2018, 
totalling 4 963 individuals (in comparison, the European Banking Federation EBF reports that the banking 
sector in the EU employed a little over 2.6 million people by end-2019; High Earners therefore represent 
approximately 0.2% of the total workforce).  

The largest share of High Earners – 71% of the total number – was located in the United Kingdom. An increase 
in the number of high earners was observed in Germany, France, and Italy, resulting mostly from the impact of 
the Brexit-related relocation of staff from the UK to the EU27, good financial results in particular in corporate 
banking, and the ongoing consolidation of banks leading to higher than usual severance payments. 
Approximately half of all High Earners work in “investment banking” (see table 2). 

  

https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1018449/Report%20on%20High%20Earners%202019.pdf
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Table 2: Number of High Earners in the EU, by business area, in 2019 and 2018 

 
Source: EBA High earners report for 2019. Note: MB is the abbreviation for Management body. 

 

  

Disclaimer and copyright. The opinions expressed in this document are the sole responsibility of the authors and do not necessarily represent 
the official position of the European Parliament. Reproduction and translation for non-commercial purposes are authorised, provided the 
source is acknowledged and the European Parliament is given prior notice and sent a copy. © European Union, 2021.  
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Annex 1: Summary of peer review assessment results 

 
Source: Table reproduced from EBA peer review on Joint ESAs guidelines on the prudential assessment of qualifying holdings, p. 3f. 
Note: Results of the authorities self-assessment is somehow different (and can be found on pages 16 to 17 of the report). Colour code: 
Green: fully applied (FA); Yellow: largely applied (LA), Orange: partially applied (PA), Red: not applied (NA), Grey: not applicable (N/A), 
White: non-contributing (NC) 
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