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This note is prepared in view of a regular public hearing with the Chair of the Supervisory Board of the European 
Central Bank (ECB), Andrea Enria, which will take place on 23 March 2021. During the hearing, Chair Enria will 
present the 2020 Annual Report on supervisory activities, which will be published the same day. 
This paper addresses (i) the implications of supervisory measures in response to COVID-19; (ii) supervisory work 
for 2021 (supervisory priorities, stress test, fit and proper assessments, recovery planning); (iii) medium and longer 
term structural risks (Basel III, anti-money laundering, climate risk, and completing the Banking Union); (iv) recent 
ECB publications; and (v) recent developments in the banking sector relating to the Greensill case. 

1. Implications of supervisory measures in response to COVID-19  

In response to COVID-19 outbreak, ECB Banking Supervision (ECB), together with other supervisory 
authorities, has adopted a number of measures to facilitate the real economy and banking sector 
weathering the pandemic crisis (please see here and here for summary of the measures adopted and 
discussion on their efficiency). As the European Systemic Risk Board (ESRB) stressed in May 2020 in their 
Recommendation addressed to European macroprudential authorities “The effectiveness of these measures 
in terms of preserving financial stability will depend on their size and design features. These need to be carefully 
monitored at the national level so that adjustments can be made in good time”. 

The ESRB published in February 2021 a Report assessing the Union-wide financial stability implications of 
fiscal measures, with a particular focus on cross-border and cross sectoral implications, stemming from the 
national measures introduced. The report stresses that “across sectors in the real economy, moratoria (liquidity 
support) and direct grants (solvency support) are identified as the two most important measures for SMEs, large 
corporations and households”. Public guarantees on loans and tax deferrals were less taken on. However, the 
Report highlights that there is broad heterogeneity in the use of moratoria instrument across countries, 
across banks within the same jurisdiction and across borrower groups. The ESRB also points to the risk that 
support measures can be designed in a way that the actual use of them (the uptake) is insufficient. As of 30 
September 2020, there is a notable difference between the announced size of the most important measures 
and the uptake on an aggregate level: public guarantees, for example, announced in a total volume of EUR 
1.580 billion, show an uptake of approximately 28% (EUR 435 billion), and direct grants, announced in a 
volume of EUR 327 billion, an uptake of 34% (EUR 112 billion). 

https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645730/IPOL_BRI(2020)645730_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645731/IPOL_BRI(2020)645731_EN.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation200608_on_monitoring_financial_implications_of_fiscal_support_measures_in_response_to_the_COVID-19_pandemic_3%7Ec745d54b59.en.pdf
https://www.esrb.europa.eu/pub/pdf/reports/esrb.reports210216_FSI_covid19%7Ecf3d32ae66.en.pdf
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As Andrea Enria has alluded to in a speech, the ECB only has anecdotal evidence suggesting that most 
borrowers that have used loan moratoria option, have so far resumed loan payments, with only a small 
fraction of borrowers showing signs of distress. Nevertheless, the ESRB raises caution that “this could change 
if some borrowers are unable to maintain previous savings, especially if the economic rebound takes longer to 
materialise”.  

Andrea Enria has also highlighted that “the results of the January 2021 euro area bank lending survey indicate 
a tightening of credit standards against the backdrop of the winter lockdown restrictions. However, this does not 
necessarily suggest an overly procyclical development. While it is essential that banks are ready to support the 
recovery ... it is equally crucial that their lending policies are appropriately selective and correctly reflect 
developments in the risk environment”.  

In addition to the loan moratoria and loan guarantee measures mentioned above, a number of banking 
capital relief measures taken by the ECB during the first quarter of 2020 to make compliance with the 
supervisory requirements easier to achieve, created “capital headroom” as regards the required levels of 
Common Equity Tier 1 (CET1). Banks were allowed, among other things, to temporarily operate below the 
capital conservation buffer threshold and below the level of Pillar 2 guidance until at least the end of 2022. 
The largest contribution to “capital headroom” stems from the relief of Pillar 2 guidance, while other 
components such as the dividend restrictions, transitional IFRS 9 provisions, and the relief of 
macroprudential buffers, each added comparatively little to that effect (see Figure 1, also see dedicated 
EGOV briefing). 

Figure 1: Aggregate capital headroom as at September 2020 

 
Sources: FINREP and ECB calculations based on data as at Q3 2020. 

Several papers by external experts commissioned upon the request of the ECON Committee analyse 
potential exit strategies from current support measures and the preferred timing for the exit, in order to 
avoid cliff and other undesired effects. One of the issues that all the papers highlight is that supervisory relief 
measures, while necessary, have had negative implications for transparency. As a first priority then, it is 
important to return to more consistent and accurate reporting standards so as to get a clearer picture of 
banks’ balance sheets (please see a dedicated Thematic digest). 

https://www.bankingsupervision.europa.eu/press/speeches/date/2020/html/ssm.sp201103%7E82fa2cb440.en.html
https://www.esrb.europa.eu/pub/pdf/reports/esrb.reports210216_FSI_covid19%7Ecf3d32ae66.en.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210316%7E55c3332593.en.html
https://www.bankingsupervision.europa.eu/banking/srep/2021/html/ssm.srepaggregateresults2021.en.html#toc2
https://epworkspace.in.ep.europa.eu/teams/thinkpro/IP/A/E/_layouts/15/WopiFrame.aspx?sourcedoc=%7b479DE502-C192-4AA7-BCF2-C4B55FA19F5C%7d&file=Briefing%20recent%20banking%20developments%202021%20cw%205.docx&action=default&DefaultItemOpen=1
https://www.bankingsupervision.europa.eu/banking/srep/2021/html/ssm.srepaggregateresults2021.en.html#toc4
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/659641/IPOL_BRI(2021)659641_EN.pdf
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2. Supervisory work for 2021  
2021 Supervisory priorities  

On 28 January, ECB Banking Supervision (ECB) announced its four supervisory priorities for 2021, drawing 
on its assessment of key risks and vulnerabilities in the banking sector and results of the 2020 SREP results 
(see also previous EGOV briefing).  

The first supervisory priority is on credit risk management. The SSM has endeavoured to focus “not only 
on banks’ capacity to identify any deterioration in asset quality at an early stage and make timely and adequate 
provisions accordingly, but also on their capacity to continue taking the necessary actions to appropriately 
manage loan arrears and non-performing loans.”  

Based on the latest available data, the aggregate non-performing loan (NPL) ratio for euro area significant 
banks fell to 2.8% in the third quarter of 2020, which marks the lowest level since that data set was first 
published by the ECB in 2015; and is a decrease of 0.6 percentage points year-on-year. Moreover, in a speech 
on 16 March, Enria stated that “Year-end data for 2020 point to a decline in the NPL ratio, which shows that 
banks have effectively remained focused on the need to address the existing stock of impaired assets.” He further 
notes that “From the second to the fourth quarter of 2020, the share of EBA-compliant moratoria fell from 6.8% 
to 2.3%. Forborne exposures increased slightly, and there was a moderate increase in the share of exposures 
classified as unlikely to pay among those ongoing and expired moratoria. There are also significant differences in 
how banks flag their exposures as forborne ... Particularly worrisome is the large share of exposures that 
have been directly transferred from stage one (performing) to stage three (non-performing), without 
passing through stage two (underperforming). This could suggest that early-warning systems are 
ineffective” (own emphasis; the appropriate provisioning for expected loan losses under IFRS9 is basically 
anchored in the correct stage 2 classification). In terms of provisioning, Enria warns that ”Provisioning levels 
in the banking union have so far been below the levels predicted by historical elasticities to macroeconomic 
developments”. 

Enria urged banks to more proactively manage distressed exposures, stressing that ”The strength and the 
quality of the post-pandemic recovery depends not only on the amounts of credit available but also on the ability 
of banks to channel financing to sustainable businesses via accurate risk management and pricing policies. One 
of the key lessons of the great financial crisis is that the deterioration in asset quality, if not actively managed at 
the early stages of a crisis, leads to a serious impairment of the banking sector’s lending capacity, with severe 
adverse macroeconomic effects.”  

In concrete terms, ECB supervisory work is centred on a granular analysis of credit quality, by (i) reviewing 
the banks’ responses to the SSM’s ”Dear CEO” letters; (ii) conducting in-depth analyses of the classification 
of assets to different stages under IFRS9; (iii) assessing the drivers of the different approaches adopted by 
the banks in their provisioning choices; (iv) and focusing on exposures to sectors hit hard by the pandemic. 
The ECB will actively discuss provisioning policies with banks and will ”deploy in a virtual setting 
methodologies commonly used in on-site inspections to delve deeper in cases where there are concerns about the 
prudence of banks’ practices”. 

A set of papers commissioned upon the request by ECON Committee address the possible rise in NPL levels 
and whether NPL dynamics are likely to differ from those in the past, thus requiring different policy 
responses. Most authors acknowledged that euro area banks were better capitalised going into this crisis. 
While it is difficult to quantify NPL dynamics going forward, an increase in NPLs could be expected once 
government support measures taper off. However, these may not reach the levels following the Global 
Financial Crisis. Bertay and Huizinga in particular recommend that the ECB should actively counter the 
revealed tendency of banks with low profitability to implement relatively low loan loss provisions in 
response to the pandemic, based on their empirical finding that banks' loan loss provisioning during the 

https://www.bankingsupervision.europa.eu/banking/priorities/pdf/ssm.supervisory_priorities2021%7E9b7076bb8b.en.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/659629/IPOL_BRI(2021)659629_EN.pdf
https://www.bankingsupervision.europa.eu/banking/priorities/pdf/ssm.supervisory_priorities2021%7E9b7076bb8b.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_third_quarter_2020_202101%7E9b085b2142.en.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210316%7E55c3332593.en.html
https://www.europarl.europa.eu/RegData/etudes/IDAN/2021/659648/IPOL_IDA(2021)659648_EN.pdf
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pandemic and their pre-pandemic profitability are positively related (after controlling for bank risk), which 
suggests that low-profitability banks provision too little in response to the pandemic in order to cushion the 
impact of the pandemic on their capitalisation. Asset Management Companies are seen as one possible 
instrument that should be considered as part of the broader toolkit on NPLs. The thematic digest of such 
papers can be found here, and an EGOV briefing on the EU’s regulatory and supervisory response to 
addressing NPLs here. 

The second supervisory priority is that of ensuring the adequacy of banks’ capital positions. Supervisors 
will “scrutinise the appropriateness of banks’ capital planning and challenge the adequacy of their dividend and 
share buyback policies in this respect” 1. The EU-wide stress test will also play a role in assessing the capital 
resilience of banks (see Section below). Thirdly, in an environment of low cost-efficiency, low interest rates 
and excess capacity, business model sustainability is another priority area. In particular, the ECB Banking 
Supervisor has indicated that it will focus on assessing banks’ progress regarding digital transformation. 
Lastly, supervisors will focus on issues of governance, namely the strength of board governance, the 
adequacy of crisis risk management frameworks, risk information processes, IT and cyber risk management, 
and the prudential impact of money laundering risks. 

Stress tests 2021 

On 29 January, the EBA launched the 2021 EU-wide stress test; results shall be published by end of July. The 
EBA is responsible for coordinating the exercise and for developing a common methodology. National 
supervisors – and for the significant institutions in the euro area, the ECB – are responsible for ensuring that 
banks correctly apply the common methodology. The EBA sample, however, only covers 50 banks. Out of 
those, 38 are located in the euro area and are directly supervised by the ECB. The ECB therefore conducts a 
parallel stress test for another 53 banks under its remit, so that in total 91 out of 115 significant banks are 
subject to that stress test.  

Unlike the EBA, the ECB has not explicitly stated that it will publish the results for the individual banks 
by the end of July 2021. One may recall in this context that in November 2019, Andrea Enria has already set 
out ideas about how to improve the design of future stress tests, suggesting in particular to split the stress 
test into three elements – a supervisory view, a bank view and a macro view – to make the stress test 
generally more relevant and realistic, but he also mentioned that such changes to the design would not 
come before 2022. 

The adverse scenario for the 2021 stress tests has been designed, as in the past, by the ESRB. The adverse 
scenario is based on a narrative of a prolonged COVID-19 scenario in a ‘lower for longer’ interest rate 
environment, in which negative confidence shocks would prolong the economic contraction. The ESRB 
press release mentions that “Banks, therefore, need to be proactive by identifying and provisioning for non-
performing loans. Recognising losses at an early stage will be key to keeping banks’ balance sheets transparent 
and avoiding cliff effects, thereby contributing to the recovery by sustaining credit to the non-financial private 
sector.” 

The level of expected GDP growth is a key driver in stress tests. The ESRB 2021 adverse scenario projects 
that, following an already unprecedented GDP contraction in 2020, as the economic fallout of the pandemic 
GDP would further contract over the scenario horizon on an aggregate basis, both in the EU and in the euro 
area (see figure 2). 

                                                             
1 In that context, it should be noted that the ECB has prolonged its recommendation banning dividends and distributions to September 2021.  

http://www.europarl.europa.eu/RegData/etudes/BRIE/2021/659631/IPOL_BRI(2021)659631_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2021/659634/IPOL_IDA(2021)659634_EN.pdf
https://www.bankingsupervision.europa.eu/banking/priorities/pdf/ssm.supervisory_priorities2021%7E9b7076bb8b.en.pdf
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210129%7E69d2d006ec.en.html
https://www.bankingsupervision.europa.eu/press/speeches/date/2019/html/ssm.sp191127%7E2f9bdabff9.en.html
https://www.esrb.europa.eu/mppa/stress/shared/pdf/esrb.stress_test210120%7E0879635930.en.pdf
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr201215%7E4742ea7c8a.en.html
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Figure 2: Path of the level of real GDP in the EU (2019 level = 100) 

 
Source: ESRB (which cites ECB, October 2020 IMF World Economic Outlook and ECB calculations as sources). 

One may note that the projected adverse scenario in the 2021 stress test (minus 3.6% for both the euro are 
and the EU over the whole period) is far below the actual GDP decline observed in 2020 (minus 7.3% in the 
euro area and minus 6.9% in the EU), which basically means that a recurrence of the situation in 2020 is ruled 
out.  

Another observation that Haselmann and Wahrenburg made for the 2018 stress test design2 still holds true 
as well; they wrote that “Given the extremely heterogeneous macroeconomic scenario among EU-countries, the 
EU-wide stress test is, to a large extent, a “country-by-country” stress test”...(own emphasis). The 
macroeconomic scenario was not only heterogeneous in 2018, but it is also heterogeneous in 2021. In 2018, 
for example, the lowest impact of the adverse scenario on GDP growth (the so-called “level deviation”) was 
that for France (-6.4%), the largest that for Sweden (-15.9%), a difference of 9.5% in absolute terms. In 2020, 
the lowest impact is projected for Finland (-8.6%), the largest for Slovakia (-16.8%), the difference between 
those two assumptions is 8.2%, a range similar to that in 2018; in the same vein, the standard deviation from 
the mean for the GDP growth level deviations in 2018 and 2021 is practically identical (sd: 1.9). One may 
therefore draw a similar conclusion for both the 2018 and 2021 stress test, namely that the effects from the 
individual risk profile of participating banks are likely to be dominated by country effects. 

Fit and proper assessments  

With sound governance the fourth supervisory priority for 2021 (see section above), the ECB has indicated 
that it will take further steps to enhance fit and proper assessments within the current regulatory framework. 
As part of this, a revised Guide to fit and proper assessments will be published this year. As explained in a 
speech by Supervisory Board Member Edouard Fernandez-Bollo, ”the aim of this enhanced approach is to 
make suitability assessments more efficient and enable better scrutiny of board members. We trust that this, in 
turn, will have a positive impact not only on the safety and soundness of individual banks but also on the wider 
banking sector.” Under this new approach, the ECB has indicated three key changes: 

(i) Increasing the ECB’s early influence on suitability assessments. Under some national laws, ex post 
suitability assessments are required. However, in the case of a negative assessment, removing an already 

                                                             
2 The “translation” of the ESRB macro-economic parameters into parameters that drive the actual impact on the banks’ books is more complicated 

than shown here; Haselmann and Wahrenburg noted in that respect: “In order to calculate the hypothetical impact of the assumed ESRB stress 
scenario on the capital adequacy situation of each bank, numerous scenario implied risk parameters (loan losses, changes in risk weighted assets, 
changes in net interest income, etc.) need to be forecasted, under the condition that the assumed stress scenario becomes reality. This forecast inevitably 
provides an enormous amount of discretion when it comes to the details of each forecast. In order to curtail the range of discretion, supervisors issue 
methodological guidelines and additional risk parameters. The EBA and ECB jointly take the ESRB scenario as a starting point and derive a larger and 
more detailed set of risk parameters that banks should use when they calculate the implied capital adequacy situation under stressed conditions [...] 
The EBA communicates these parameters to the banks that take part in the stress test, but does not make these parameters public and does not allow 
banks to share this information with other parties.” 

https://www.esrb.europa.eu/mppa/stress/shared/pdf/esrb.stress_test210120%7E0879635930.en.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2018/614512/IPOL_IDA(2018)614512_EN.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.fap_guide_201705_rev_201805.en.pdf?3f4bf12e0963836b584ef40686cbe4c1
https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210219%7E6937120814.en.html
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2020/html/ssm.nl201118_3.en.html
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appointed board member carries reputational risks for both the bank and ECB. Going forward, the ECB will 
encourage banks to provide their suitability assessment applications for executive board members before 
making appointments, without prejudice to the applicable national laws. 

(ii) Enhancing the scope of assessment for (re)appointments of board members. Greater weight will be 
given the supervisory findings related to the previous positions of the candidate. Under the current 
approach, only direct links between the supervisory findings and personal involvement of a board member. 
However, a broader approach will be introduced in order to reflect the collective decision-making involved 
in managing a bank. 

(iii) Clarifying the process for reassessing suitability when material facts emerge after the appointment 
of a board member. In particular, the new Guide will explain how findings relating to anti-money laundering 
will be considered as part of fit and proper assessments.  

In addition to the revised Guide, the ECB has also indicated that it will set up an online portal where 
applications for prospective directors can be submitted, in addition to the dedicated department and 
enforcement and sanctioning committee it has established to deal with these issues.  

Two external papers commissioned upon the request of the ECON Committee on fit and proper assessments 
highlight two unaddressed issues with regard to fit and proper assessment. Firstly, as highlighted by Resti 
(2020), “fit and proper assessments are one of the least harmonised areas in EU bank supervisory law”, and 
achieving a level playing field under the current framework remains a challenge. For this reason, the 
European Parliament encouraged “the integration of the ‘fit and proper’ requirements into the Capital 
Requirements Regulation” in its Resolution on the Banking Union - annual report 2019. Resti concurs that “the 
provisions dictated by CRD IV should be revisited, with a view to ensuring a more certain and homogeneous 
framework”. Resti also provided some suggestions as to how the ECB may wish to update its supervisory 
framework, including assigning a public score to suitable board members; enhanced transparency 
regarding its fit and proper assessments; and some form of ex post verification when “conditional” positive 
decisions are taken. 

Moreover, one of the five criteria for fit and proper assessment is that of “collective suitability”, which 
includes the issue of board diversity. As stated by Fernandez-Bollo in his aforementioned speech: “Collective 
leadership means that every decision should be based on a wide range of information and available data. This is 
difficult to achieve if all members of the management body have a similar background and similar expertise ... 
Diversity within a management body is therefore crucial ... This means diversity of experiences and backgrounds 
in addition to gender diversity.” In their paper, Bertay & Huizinga (2020), looked at the trends in the size and 
composition of the boards of significant institutions during the 2011-2018 period (which includes some pre-
SSM years). They find that “throughout this period, there have been trends towards directors who are more 
qualified, hold fewer other board positions, and are more likely to be female and a foreign national. Unlike in the 
pre-SSM period, however, more recently the average age of directors has increased, bank boards have become 
larger, and the share of independent directors has risen.” Despite such improvements, diversity in 
management of credit institutions remains low, with significant differences across Member States (see for 
example EBA, 2020). 

Recovery planning 

The ECB regularly carries out a benchmarking of recovery plans for banks under its supervision. While the 
full results of the 2020 benchmarking exercise is expected to only be published in Q2, 2021, the ECB has 
noted that “the findings from the 2020 benchmarking exercise – which was carried out on recovery plans 
submitted in 2019 – show that banks need to improve their recovery plans to adequately address the financial 
impact of extraordinary system-wide crises such as the coronavirus (COVID‑19) pandemic.” 

https://www.bankingsupervision.europa.eu/press/speeches/date/2020/html/ssm.sp201203%7E4c2c39db9d.en.html
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/624442/IPOL_IDA(2020)624442_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/624442/IPOL_IDA(2020)624442_EN.pdf
https://www.europarl.europa.eu/doceo/document/TA-9-2020-0165_EN.html
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2018/html/ssm.nl180214_4.en.html
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/645727/IPOL_IDA(2020)645727_EN.pdf
https://www.eba.europa.eu/eba-calls-measures-ensure-more-balanced-composition-management-bodies-institutions
https://www.bankingsupervision.europa.eu/banking/tasks/recoveryplans/html/index.en.html
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2021/html/ssm.nl210217.en.html#addsearch=recovery%20benc
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In particular two areas for improvement have already been identified. Firstly, as explained in an interview by 
Supervisory Board Member Kerstin af Jochnick, the overall recovery capacity of banks (amount of capital 
and liquidity banks can generate via recovery options) can be significantly compromised in times of financial 
stress, especially as “a substantial number of banks” relied on few recovery options for much of their overall 
recovery capacity. According to ECB analysis, in a systemic crisis where the ability to raise capital or sell 
subsidiaries at a fair price is curtailed, “banks would see a significant drop in the CET1 recovery capacity reported 
in their plans, by 60% on average.” Moreover, in terms of liquidity, should wholesale funding be unavailable 
in a crisis situation, the ECB found that the liquidity recovery capacity would fall by 27%. The time taken to 
obtain this liquidity would also be significantly increased in an extreme scenario. Secondly, the ECB found 
that recovery plan indicators “were not fully effective against the pandemic stress. In particular, macroeconomic 
indicators (e.g. changes in GDP) and market-based indicators (e.g. rating downgrades) appear to be too 
backward-looking, with breaches occurring much later than expected when considering the unprecedented 
macroeconomic and market difficulties.” Recalibrating these indicators are crucial to ensuring that a bank has 
sufficient time to address possible crises.  

It should be noted that based on the previous benchmarking exercise, key focus points of work for the ECB 
in 2020 included, inter alia: increasing the usability of plans in crisis situations, ensuring that banks can react 
to fast moving liquidity events, and achieving a more realistic view of institution’s overall recovery capacity. 
Following the leeway given to banks in preparing 2020 recovery plans, so as to reduce their operational 
burden during the pandemic, the ECB has indicated that it is “is paying particular attention to challenging 
banks’ recovery options and recovery capacity as part of its recovery plan assessments in 2021”. However, further 
details on how this will be done have not yet been publicly disclosed. 

3. Medium and longer-term structural risks  

Basel III 

Almost one year ago, on 27 March 2020, the Basel Committee's oversight body, the Group of Central Bank 
Governors and Heads of Supervision, responded to the challenges of the Covid-19 crisis and endorsed 
changes to the implementation timeline of the outstanding Basel III standards3. The outstanding reforms 
were meant to reduce excessive variability in risk-weighted assets (RWAs) and to improve the comparability 
and transparency of banks4. 

The latest EBA’s impact study, published in December 2020, estimates that the total capital needs stemming 
from the reforms are much lower than previously assumed5, amounting to EUR 33 billion in total in the 
scenario that incorporates EU specific elements (e.g. the SME supporting factor; the updated EBA study also 
shows the impact of a couple of alternative scenarios). The output floor is the main driver of the impact, 
affecting large and systemically important institutions much more than medium-sized or small banks.  

On 16 March, the EBA announced that it will make its Basel III monitoring exercise mandatory, aiming to 
“expand the sample to more jurisdictions and credit institutions, making it more representative, as well as to reach 
a stable sample over time by providing authorities with a sound legal basis that frames institutions’  
participation”. 

As a result of the above mentioned deferral, the Commission’s legislative proposals, by which the Basel III 
reforms are transposed to EU law (CRR3 and CRD6) and which were initially expected for July 2020, were 

                                                             
3 The implementation date of the Basel III standards, the revised market risk framework and the revised Pillar 3 disclosure requirements was 

deferred by one year to 1/1/2023. 
4 Notably, to include an “aggregate output floor”, which means that banks using internal models to determine the amount of RWAs may only 

deviate to a certain extent from the amount calculated by the standardised approach. 
5 The previous version of EBA’s impact study assumed a considerably larger impact of the reforms (EUR 135 billion in total). One should note that 

it uses data until end of December 2019. 

https://www.bankingsupervision.europa.eu/press/interviews/date/2021/html/ssm.in210217%7E413fc30854.en.html
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2021/html/ssm.nl210217.en.html#addsearch=recovery%20benc
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.benchmarkingofrecoveryplans201819%7E41e5f3c8e4.en.pdf
https://www.bankingsupervision.europa.eu/press/publications/html/ssm.faq_ECB_supervisory_measures_in_reaction_to_the_coronavirus%7E8a631697a4.en.html
https://www.bis.org/press/p200327.htm
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/961423/Basel%20III%20reforms%20-%202019Q4%20update%20and%20Covid%20impact.pdf
https://www.eba.europa.eu/eba-will-make-its-basel-iii-monitoring-exercise-mandatory
https://www.eba.europa.eu/sites/default/documents/files/Basel%20III%20reforms%20-%20Impact%20study%20and%20key%20reccomendations.pdf
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postponed. However, the Commission stated on 28 April 2020 that it will use the additional time freed-up 
by the postponement to take the impact of the COVID-19 pandemic on the banks' financial situation into 
account for its forthcoming proposal on the Basel III reforms. The Commission further indicated it remains 
committed to implementing the final Basel III standards in the EU. In her October 2020 confirmation hearing, 
Commissioner McGuinness noted that “there are some concerns about its impact on our businesses and the 
financial sector now, but I think we have to implement it faithfully and also take account of the specificities of the 
European market”.  

Nevertheless, this deferral has caused market participants to speculate whether a further delay in publishing 
the Commission’s CRD6/CRR3 proposals may eventually result in a postponement of the reforms’ 
implementation date until 1 January 2024 instead of 1 January 2023 (see for example an article by the Dutch 
bank ING). Moreover, the rating agency Standard & Poor’s already pointed in January 2020 to the risk of 
missing the deadlines of the Basel III reforms, assuming strong resistance against those reforms from banks 
across Europe (see dedicated EGOV briefing). 

Anti-money laundering concerns 

In recent years, the EU anti-money laundering (AML) framework has strengthened the role of prudential 
supervisors in identifying and addressing such risks. The ECB has responded by (i) acting as a central point 
of contact for AML issues related to significant institutions; (ii) participating in an AML network of prudential 
supervisors to harmonise practices; and (iii) creating an in-house expertise on these topics.  

In January 2019, the ECB signed an agreement for the practical exchange of information with around 50 
national AML authorities. According to the ECB, over 600 exchanges of information have taken place, as of 
14 September 2020. However, in a letter dated 30 April 2020, Chair Enria indicated that the finalisation of 
the 5th Anti-money Laundering Directive was necessary before certain authorities could sign up to the AML 
Agreement. The ECB has also emphasised that “while the AML/CFT and prudential supervisory authorities need 
to cooperate closely, it is important to acknowledge that their respective supervisory mandates are different”.  

As explained in a November 2019 speech by then-Supervisory Board Member Yves Mersch, such information 
exchange between the SSM and AML/CFT supervisors feeds into the SREP process. According to a letter 
dated 22 April 2020, more than 70 of the 109 SREP decisions issued in 2019 contained issues with 
potential relevance for AML/CFT supervision. Furthermore, the SSM’s supervisory methodologies were 
enhanced to better reflect AML risks in the SREP process (although the details of which are not publicly 
available). In the 2020 SREP results, the ECB notes that “prudential concerns relating to money laundering and 
the financing of terrorism were reflected in different parts of the SREP 2020 assessments. They were concentrated 
on issues related to internal governance arrangements and operational risk management.” Interestingly 
however, out of the total internal governance related qualitative recommendations issued as part of the 
2020 SREP exercise, only 2% concerned AML.6 

On 3 March 2020, the EBA published its biennial Opinion on AML/CFT risks affecting the EU’s financial sector. 
Looking specifically at credit institutions, the EBA notes that the majority of survey respondents consider 
the sector “as presenting as presenting a significant or very significant level of ML/TF inherent risks. This is an 
increase compared with the Joint Opinion 2019. This increase may be attributed to an intensification of 
supervisory activities in the sector”. The EBA goes on to note that “the possibility of regulatory arbitrage between 
Member States, due to the uneven application of EU regulation and the different approaches to AML/CFT 
supervision by national authorities, is of concern to several [Competent Authorities].” The EBA also notes that 
despite supervisory efforts and the improving trend in the adequacy and quality of overall controls, further 
improvement is still required to address certain deficiencies. The EBA proposes that competent authorities 
engage in more intrusive supervision of firms with the highest risk profiles, if needed; that a broader range 

                                                             
6 Noting that internal governance recommendations make up 35% of the total qualitative recommendations.  

https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_757
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/658180/IPOL_BRI(2020)658180_EN.pdf
https://think.ing.com/articles/bank-regulation-in-2021-picking-up-where-things-left-off#a6
https://www.spglobal.com/marketintelligence/en/news-insights/trending/cE-AR0ElCRzmfPtfzXBEzg2
https://www.europarl.europa.eu/RegData/etudes/ATAG/2021/651347/IPOL_ATA(2021)651347_EN.pdf
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2019/html/ssm.nl190515.en.html
https://www.eba.europa.eu/sites/default/documents/files/documents/10180/2545547/e83dd6ee-78f7-46a1-befb-3e91cedeb51d/Agreement%20between%20CAs%20and%20the%20ECB%20on%20exchange%20of%20information%20on%20AML.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2020/html/ssm.sp200930%7Ecfccf900f7.en.pdf?cc007b1a7013a2b21a4cffaacd7d4d31
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.mepletter200430_Giegold%7Effa82d0745.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm%7Ebdc235956c.feedback_ar2019.pdf?fa87f34e2a78d6cfef4d78653b4006f3
https://www.bankingsupervision.europa.eu/press/speeches/date/2019/html/ssm.sp191115%7Ea435dd398e.en.html
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.mepletter200423_Giegold%7Edfbd4948bb.en.pdf?eb37e20c26ae19c6ea9909ea8efa02e2
https://www.bankingsupervision.europa.eu/banking/srep/2021/html/ssm.srep202101_supervisorymethodology2021.en.html#toc12
https://www.bankingsupervision.europa.eu/banking/srep/2021/html/ssm.srepaggregateresults2021.en.html#toc31
https://www.eba.europa.eu/eba-highlights-key-money-laundering-and-terrorist-financing-risks-across-eu
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of tools are used to ensure coverage of all firms; and that emerging risks, related to FinTech and the current 
pandemic, are closely monitored.  

Following up on its work programme for 2020, the Commission put forward on 7 May 2020 a 
Communication on an Action Plan for a comprehensive Union policy on preventing money laundering and 
terrorist financing and launched a public consultation (which closed on 26 August 2020). Further initiatives, 
including legislative, are expected for Q1 2021 in accordance with the Commission work plan for 2021.  

Climate risk in banking supervision 

Supervisors have been attentive to climate risks and its impacts on the banking sector. In a speech in June 
2020, Andrea Enria signalled that, on average, 15% of significant institutions’ exposures are to the most 
carbon-intensive firms7. He also noted that “A recent assessment also confirms that an abrupt transition to a 
low-carbon economy would have a severe impact on climate-sensitive economic sectors, triggering an increase 
in banking system losses of up to 60% compared with a baseline scenario.” Therefore, supervisors are stepping 
up preparation to appropriately manage climate risks. Such an approach aims at better identifying and 
measuring the risks related to the climate transition, thus fostering transparency on banks’ balance sheets 
and to equip the supervisor with tools to adequately monitor such developments. Climate risk is to be in 
ECB supervisory agenda for 2021.  

At the end of November 2020, the ECB published two documents (further details on which can be found 
here) 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” (own emphasis). 

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. Speaking at a conference on 16 March, Enria noted “Banks now need 
to conduct a self-assessment in the light of the supervisory expectations outlined in the Guide and draw up action 
plans on that basis. We will then benchmark the banks’ self-assessments and plans and challenge them in the 
supervisory dialogue. In 2022 we will also carry out a climate risk stress test for banks”8. These stress tests will 
                                                             
7 Preliminary results of an ECB economy-wide climate stress test disclosed by Luis de Guindos, Vice-President of the ECB, show that largest 

polluters and regions most exposed to climate change, “could be exposed to up to four times as much climate risk as the average firm over the 
next 30 years”. The Financial Times highlights that “southern European countries were most susceptible to “heat stress and wildfires” while northern 
European countries were more vulnerable to flooding. Mining, energy and manufacturing companies are in the most carbon-intensive sectors and 
therefore most exposed to abrupt changes in climate policies”. The results of the economy-wide exercise will be finalised for the banking sector by 
mid-2021 and will be used to inform the supervisory climate exercise that will be performed next year. 

8 The Financial Times reports that “Frank Elderson, an ECB executive board member, told a Morgan Stanley conference this week that it would increase 
the capital demanded of banks considered to be most at risk.” and that he said that “Even now we don’t exclude that if in a specific institution we were 
to see risks that need to be addressed then under pillar 2 [individual capital requirements for banks] we would not shy away from that.” He added that 
any international agreement on higher capital requirements for climate risk in banks was unlikely to happen soon, as “these decisions take time and 
are controversial”. 

https://eur-lex.europa.eu/resource.html?uri=cellar%3A7ae642ea-4340-11ea-b81b-01aa75ed71a1.0002.02/DOC_2&format=PDF
https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12176-Action-Plan-on-anti-money-laundering/public-consultation
https://eur-lex.europa.eu/resource.html?uri=cellar%3A91ce5c0f-12b6-11eb-9a54-01aa75ed71a1.0001.02/DOC_2&format=PDF
https://www.bankingsupervision.europa.eu/press/speeches/date/2020/html/ssm.sp200617%7E74d8539eda.en.html
https://www.bankingsupervision.europa.eu/ecb/pub/ra/pdf/ssm.ra2021%7Eedbbea1f8f.en.pdf?5732ff4320656ab897370cd7aed94d22
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/659624/IPOL_BRI(2020)659624_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
https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210316%7E55c3332593.en.html
https://www.ecb.europa.eu/press/blog/date/2021/html/ecb.blog210318%7E3bbc68ffc5.en.html
https://www.ft.com/content/7b734848-1287-4106-b866-7d07bc9d7eb8
https://www.ft.com/content/7b734848-1287-4106-b866-7d07bc9d7eb8
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rely on banks’ self-assessment of their exposure to climate change risk and their readiness to address it, 
contrary to the economy-wide stress tests referred to above which rely on ECB internal databases and 
analysis. 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 EBA, on the other hand, launched on 1 March a consultation on 
draft technical standards on Pillar 3 disclosures of environmental, social and governance (ESG) risks. The 
draft implementing technical standard foresees comparable disclosures showing how climate change may 
exacerbate other risks within institutions’ balance sheets, how institutions are mitigating those risks, and 
their green asset ratio on exposures financing taxonomy-aligned activities, such as those consistent with 
the Paris Agreement goals. 

The Banking Union going forward  

Completing the Banking Union remains a Commission priority, with Commissioner McGuinness indicating 
that “one of [her] key priorities will be to inject fresh energy into completing the Banking Union”. The 
Commission’s 2021 Work Programme aims to push this policy objective with a revision of the bank crisis 
management and deposit insurance framework anticipated for Q4 2021.  

In a recent speech, Enria focused on the management of crises at small and medium-sized EU banks, 
emphasising the need for a consistent crisis management framework for banks in which resolution may not 
be in the public interest. In order to mitigate the issue of similar banks being managed in different ways due 
to unequal national liquidation procedures, Enria elaborated on the following interests: (i) the role of a 
deposit guarantee scheme covering the whole area; (ii) complete regulatory harmonisation, ideally through 
EU Regulations; and (iii) the importance of administrative tools for the liquidation of banks of all sizes. He 
suggested several proposals in order to increase harmonisation and coordination in national 
implementation and practices at the European level, such as all national resolution authorities having 
administrative powers to transfer assets and liabilities in liquidation, supported by national deposit 
guarantee schemes, with some coordination at EU level. These proposed remedies could serve as an 
intermediate solution until the complete implementation of a European Deposit Guarantee Scheme (EDIS). 
More information on bank crisis management and deposit insurance frameworks can be found in this EGOV 
briefing.  

With the expected rise in NPLs, concerns about a potential ‘doom loop’ are resurfacing as highlighted by 
Kerstin af Jochnick in February 2021. Various proposals have been put forward over time on such a common 
safe asset, including a Commission legislative proposal for the so called Sovereign Bond-Backed Securities9 
(please see a dedicated EGOV briefing for more detail). Parliament already adopted a position on the file, 
which is pending in the Council.  

For further reading, please separate EGOV briefings: A roadmap to completing the Banking Union. 

                                                             
9 For a more detailed assessment of the pros and cons of common safe assets, see the EGOV briefing “Are Sovereign Bond-Backe d Securities 

(SBBS) a ‘self-standing’ proposal to address the sovereign bank nexus?” of September 2018. 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52017XC0705%2801%29
https://www.eba.europa.eu/eba-launches-public-consultation-draft-technical-standards-pillar-3-disclosures-esg-risks
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/658180/IPOL_BRI(2020)658180_EN.pdf
https://eur-lex.europa.eu/resource.html?uri=cellar%3A91ce5c0f-12b6-11eb-9a54-01aa75ed71a1.0001.02/DOC_1&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar%3A91ce5c0f-12b6-11eb-9a54-01aa75ed71a1.0001.02/DOC_2&format=PDF
https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210115%7Ee00efc6968.en.html
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/659620/IPOL_BRI(2021)659620_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/659620/IPOL_BRI(2021)659620_EN.pdf
https://www.bankingsupervision.europa.eu/press/interviews/date/2021/html/ssm.in210217%7E413fc30854.en.html
https://www.europarl.europa.eu/RegData/etudes/BRIE/2018/624405/IPOL_BRI(2018)624405_EN.pdf
https://www.europarl.europa.eu/doceo/document/TA-8-2019-0373_EN.html
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/645707/IPOL_IDA(2020)645707_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2018/624405/IPOL_BRI(2018)624405_EN.pdf
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4. Recent ECB Publications  

Guide to the method of setting administrative pecuniary penalties  

On 2 March, the ECB has published a Guide to the method of setting administrative pecuniary penalties, 
which “outlines the principles and methods for calculating the penalties used to sanction banks for breaches of 
prudential requirements”. The Guide is aiming to introduce more transparency in the ECB’s supervisory 
policies and practices, to ensure proportionality of the penalties and is also in line with the case law of the 
Court of Justice of the European Union. 

When deciding on the administrative pecuniary penalty, the ECB follows a two-step approach that, first, 
determines the base amount of the penalty (taking into account the severity of the breach, which is 
determined on the basis of the impact of the breach and degree of misconduct on the part of the supervised 
entity, and represented in five possible categories) and, second, may decide to adjust the base amount by 
increasing or reducing it (taking into account various aggravating and mitigating circumstances, as well as 
in the cases of multiple breaches).  

However, 10% of the bank’s total annual turnover in the preceding year or twice the amount of profits 
gained or losses avoided as a result of the breach mark the limit of the final penalty amount. 
Furthermore, when deciding on the penalty, the ECB has to take into consideration the financial situation of 
the supervised entity and potential impact of the penalty, in order not to cause the supervised entity to 
become insolvent or cause it serious financial distress. On the one hand, this ensures proportionality of the 
ECB decisions, while on the other, it creates a grey area whereby misconduct in undercapitalised banks is 
potentially unaddressed and may imply that the ECB will put prudential soundness ahead of effective (and 
deterrent) enforcement. 

It is important to note that the ECB underlines its “wide discretion”, within the limits of the Treaty and the 
applicable legislation, for setting the amount of the penalties, and also that the factors it considers in setting 
the penalty (notably, the grid and the aggravating and attenuating circumstances) “provide a good indication 
of the appropriate level for an administrative pecuniary penalty, but they should not be regarded as the basis for 
an automatic and arithmetic calculation method”. In fact, a very detailed ex ante computation of the amount 
of possible financial penalty would indeed allow institutions to pounder the possible amount of the sanction 
against the “benefits” of committing the infraction. That would, in addition, strongly limit the discretion 
every supervisor needs to have to properly exercise enforcement powers. Contrary to other EU institutions, 
such as agencies, the ECB (as a Treaty based institution) is not limited by the Meroni doctrine10, which 
prevents agencies from exercising discretionary powers.  

The ECB also recognises that “the particularities of a given case or the need to impose an effective, proportionate 
and dissuasive penalty in a particular instance may justify a departure from the standard method of setting 
administrative pecuniary penalties that is detailed in this guide” which, again, documents its wide margin of 
discretion when using enforcement powers, commensurate with its wide supervisory mandate.  

Anecdotal information points to fines being less and less severe in the EU than in the USA. A briefing paper 
commissioned for ECON in 2017, drafted by Götz and Tröger, also points to the importance of a regulatory 
framework that allows for sanctions that actually serve as a meaningful deterrent. Based on their analysis, 
the authors concluded that “Empirical evidence, mostly from the U.S., indicates that banks change their 
behaviour when they are subject to an enforcement action. In particular, existing studies highlight that banks 
become safer once regulators intervene.” 

                                                             
10 The Meroni doctrine, which arose from Cases 9/56 and10/56 (Meroni v High Authority [1957/1958] ECR 133), relates to the extent to and 

conditions under which EU Institutions may delegate their tasks to regulatory agencies and to which extent these can exercise discretionary 
powers. 

https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210302%7Eaabc2efe2f.en.html
https://www.federalreserve.gov/supervisionreg/enforcementactions.htm
https://www.europarl.europa.eu/RegData/etudes/IDAN/2017/587401/IPOL_IDA(2017)587401_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A61956CJ0009
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The ECB discloses penalties imposed in its website, together with those imposed by national supervisory 
authorities at the request of the ECB 11.  

ECB policy on Memorandum of Understandings, including with the UK 

The ECB announced recently it will start disclosing memoranda of understanding (MoU) agreed with other 
supervisory and market authorities. A first batch of such MoU was made available on 19 February and the 
ECB expects to made available a second batch by end of April 2021.  

In a paper commissioned for the European Parliament in April 2020, René Smits recommended all ECB MoU 
to be published. As the Author refers, “intra-EU MoUs with competent authorities for prudential supervision 
that the ECB engages in, the SSM Regulation prescribes that they “shall be published subject to appropriate 
treatment of confidential information”. MoU disclosure is considered relevant as they “define and specify the 
actual performance of supervision” and would “give the European Parliament insight into the panoply of 
instruments regulating the relationships between the authorities within the SSM, and between the SSM and other 
supervisory agencies, both within the EU and in third countries”.  

In a speech on 5 February, Andrea Enria commented on Brexit impacts: “transition to the new regime went 
smoothly, without banks suffering from market or liquidity disruptions ... Likewise, thanks to banks progressively 
building up their capabilities, there have so far been no major disruptions to the servicing of EU clients. According 
to their Brexit plans, incoming international banks intended to move a total of around €1.2 trillion worth of assets 
to institutions supervised at the European level ... As at September 2020, around €810 billion worth of capital 
market assets still needed to be moved by significant institutions”. Enria also reiterated concerns around 
possible fragmentation of international banks’ presence in the euro area. In that context, he highlighted that 
the MoU with the UK relevant authorities (the Bank of England and the Financial Conduct Authority) signed 
on April 2019 entered into force on 1 January 2021.  

The MoU with the UK authorities12 is one that the ECB has now disclosed. It covers the prudential supervision 
of entities other than insurance undertakings and pension schemes, provides for the exchange of 
information as well as the reciprocal treatment of cross-border banking groups, and determines the sharing 
of responsibility between the ECB and the Prudential Regulation Authority (PRA) on how to share 
responsibilities relating to the supervision of branches.  

5. Developments in the banking sector  

Greensill 

The Greensill Group primarily acts as a global provider of short-term supply chain financing for industrial 
companies 13. The Australian company Greensill Capital Pty Ltd. is the parent company of Greensill Bank AG14 
and of Greensill Capital. Greensill Bank AG is based in Germany and directly supervised by BaFin; Greensill 

                                                             
11 The ECB supervisory manual explains how such enforcement powers are split between the ECB and national supervisory authorities: the ECB 

can impose pecuniary penalties on significant institutions that breach directly applicable EU law, including ECB decisions or regulations. The 
ECB can also sanction less significant institutions for breaches of ECB regulations or decisions imposing on those entities obligations vis-à-vis 
the ECB. As regards significant institutions, in the event of breaches of national law implementing EU directives, breaches committed by natural 
persons, or when a nonpecuniary penalty has to be imposed, the ECB may request that the relevant NCA open the appropriate proceedings. 
The NCA conducts these proceedings and decides on the resulting penalties in accordance with applicable national law. 

12 This MoU is different from the one being negotiated following Brexit. It only addresses supervisory cooperation between the relevant 
supervisory authorities, not the relationship of the EU with the EU.  

13 The business is said to involve not only factoring but also packaging/securitisation (see here) of receivables into bond-like investments that were 
then sold to other investors (Credit Suisse is said to be one of the acquirers of such loans, which it would then made available to other investors).  

14 Greensill Bank is based in Bremen; the website of the company reported on 15 March 2021 the bank to be a “highly capitalised traditional German 
bank that treats the safety and security of our clients’ deposits as the greatest priority” even if noting it is under moratorium. Greensill took over the 
bank, formerly known as NordFinanz Bank, in 2014. 

https://www.bankingsupervision.europa.eu/banking/sanctions/html/index.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210219%7Eae49c81a2a.en.html
https://www.bankingsupervision.europa.eu/legalframework/mous/html/index.en.html
https://www.europarl.europa.eu/RegData/etudes/STUD/2020/645726/IPOL_STU(2020)645726_EN.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210204%7Ee7c2074ef8.en.html
https://www.bankingsupervision.europa.eu/legalframework/mous/html/ssm.mou_2019_pra%7Efbad08a4bc.en.pdf?a1796ca81539e49528c0da01206da5b4
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorymanual201803.en.pdf?42da4200dd38971a82c2d15b9ebc0e65
https://moneyweek.com/investments/stockmarkets/uk-stockmarkets/602920/whats-behind-the-collapse-of-greensill-capital-and
https://portal.mvp.bafin.de/database/InstInfo/institutDetails.do?cmd=loadInstitutAction&institutId=104108
https://www.greensill-bank.com/en/about-us/
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Capital is supervised by the FCA and established in the UK. Greensill Capital filed for insolvency protection 
on March 8, 202115 and on March 3, BaFin ordered a moratorium on Greensill Bank AG after having found 
that the bank was unable to provide evidence of the existence of receivables in its balance sheet that it had 
purchased from the GFG Alliance Group16 17. On 16 March, BaFin determined that compensation is payable 
to Greensill Bank AG’s depositors as the institution is no longer able to repay all of its customers’ deposits. It 
is estimated that the amount of deposits held by Greensill Bank AG amounts to approximately EUR 3.6 
billion, EUR 3.1 billion thereof protected by deposit insurance schemes.  

An interesting (summarised) description of the case can be found here: “The failure of Greensill has many 
different aspects and dimensions to it. At the core there seems to be the overexpansion of a financing company 
providing what has been traditionally known as (reverse) factoring, i.e., the discounting of invoices: Firm A sends 
invoice to Firm B with payment target of 30 days, and receives (discounted) funding from the factoring company 
immediately, with the factoring company collecting money from Firm B after 30 days. The additional twist in the 
case of Greensill seems to have been that it attracted funding from investment funds linked to Credit Suisse (but 
with credit insurance as condition), benefiting from investors being desperate for any yield in the time of low 
interest rates. Together with the rapid (over-) expansion there was a concentration risk and some rather non- or 
less transparent (to stay with diplomatic language) deals with Sanjeev Gupta. The trigger for Greensill’s failure 
was that its main insurer – Tokio Marine- refused to renew an important credit insurance contract and that, as 
consequence, Credit Suisse froze its funding to the firm.” Amid uncertainty over developments, some have 
voiced concerns about possible systemic impacts.  

The contours of the case resemble somehow those of Wirecard and Commerzialbank Mattersburg (see 
previous EGOV briefing addressing both cases here) notably “gaps” in the balance sheet (BaFin conducted 
a special forensic audit and found that Greensill Bank AG was unable to provide evidence of the existence 
of receivables in its balance sheet, a finding similar to that at Wirecard and Commerzialbank Mattersburg), 
the rapid expansion of those companies, and the fact that they managed to long stay under the supervisory 
radar. The ECB is said to have asked banks to assess their exposures to Greensill (and GFG Alliance), in a move 
considered normal. 

                                                             
15 On March 1, Credit Suisse suspended $10bn in funds to Greensill Capital. On 4 May 2020, the FT signalled that Capital Bank “suffers raft of client 

defaults”.  
16 GFG Alliance Group is a collection of global businesses and investments, owned by Sanjeev Gupta and his family. Greensill had been under 

scrutiny for its large exposures to Gupta business.  
17 BaFin has made available FACs with the aim to clarify the situation. In particular, BaFin notes that consumers’ deposits are eligible under the 

German deposit guarantee scheme and also of the German banks’ Deposit Protection Fund (Einlagensicherungsfonds). BaFin signals that the 
next steps are to “review whether potential rescue efforts will be successful. In the event of imminent or actual insolvency of Greensill Bank AG, 
preliminary insolvency proceedings might be instituted as a next step. Solely BaFin can file an insolvency petition; if insolvency is imminent, however, 
BaFin can only do so with the institution’s consent”. BaFin is also said of having filed a complaint on account of accounting manipulation.  
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