
BRIEFING

Economic Governance Support Unit (EGOV)
Authors: C. Dias, K. Grigaite and M. Magnus

Directorate-General for Internal Policies
PE 645.719 - April 2020; calendar week 15

EN

Banking Union: Corona crisis effects
The corona crisis has significant effects on many banks in the Banking Union.
To support the Members of the Banking Union Working Group, the following briefing
reports on observations made and actions taken by supervisory authorities, credit rating
agencies, banking federations, or other industry experts, in order to point to relevant
developments in the banking sector.
The briefing will be updated on a bi-weekly basis, unless relevant developments require
otherwise.

Recent assessments by Credit Rating Agencies
Moody’s Sector Comment: Amid coronavirus, European and UK regulators recommend banks cease
dividends and share buybacks (2/4/20)
Although the regulators' recommendations are not legally enforceable, many of the largest banks have
announced to cancel dividends (exhibit 1), but some haven’t made announcements yet or do not intend to
comply (see further below in this section).

https://www.moodys.com/research/Financial-Institutions-Europe-Amid-coronavirus-European-and-UK-regulators-recommend--PBC_1221935
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In relation to Exhibit 1, Moody’s furthermore reports that the BBVA’s shareholders’ meeting on 13 March
2020 approved the 2019 dividend payment, and that Rabobank's dividend announcement relates to their
CET1 instrument (Rabobank Certificates), using its discretion not to pay any distributions for the upcoming
scheduled payment dates of 29 March, 29 June and 29 September 2020.

Fitch Non-Rating Action Commentary: EU Banks Key Beneficiaries of Basel III Coronavirus Delay
(1/4/20)
The Basel Committee's decision last week to delay implementation of the final Basel III rules by a year gives
banks and supervisors some breathing space to respond to the coronavirus crisis, Fitch Ratings says. It will
ease the capital constraints that some banks might have faced and it will be particularly helpful for the larger
EU banks faced with applying a capital floor based on standardised approaches to their model-based capital
requirements. However, the delay means that creditors will have to wait longer for enhanced comparability
of banks' risk-based ratios. The implementation date is deferred to 1 January 2023, with transitional
arrangements for the capital floor extended by one year to 1 January 2028.

Fitch Non-Rating Action Commentary: CEE Banking Sector Outlooks Revised to Negative (30/3/20)
The economic pressures resulting from the spread of the coronavirus are credit negative for central and
eastern European (CEE) banks and could lead to negative rating actions, Fitch Ratings says. Whether this
pressure translates into negative rating actions will depend in part on the availability of support from parent
banks. Lower interest rates and, in some jurisdictions, exchange rate volatility will also weaken lenders'
profitability. Fitch has revised banking sector outlooks to negative for the markets it covers in the region -
Bulgaria, Croatia, Czech Republic, Hungary, Poland, Romania and Slovenia

S&P Global Ratings report: “European Banks' First-Quarter Results Bring Up Many COVID-19
Questions, But Few Conclusive Answers, Report Says” (1/4/2020)
With isolation strategies still expanding across Europe and none having been relaxed, S&P’ economists
expect first-quarter economic indicators to be a precursor of a truly dire second quarter.

Assessments by Credit Rating Agencies regarding individual significant banks
Issuer Comment by Moody’s (full text only available to Moody's subscribers): Aareal Bank AG proposes
high dividend payout for now, a credit negative (30/3/20). Reasoning for downgrade: Aareal Bank is still
considering paying out a large share of its 2019 profit as dividends rather than strengthening its capital
buffers.

S&P Global Ratings action: Directly supervised “Hamburg Commercial Bank Outlook Revised To
Negative on Challenging Macro Environment” (30/3/2020)
S&P sees negative trend for both economic and industry risk in its Banking Industry Country Risk Assessment
for Germany since September 2019.

What role for banks in tackling the crisis?
A number of publications in the public domain have addressed what banks can (will) do to mitigate the
effects of the coronavirus crisis. Policymakers have been particularly attentive of the financial sector specific
characteristics and measures have been addressed to ensure that it maintains credit flowing to the economy
and citizens (see EGOV publication on EU/EA measures addressing the Banking Union, Section 4) without
undermining its overall soundness. Measures have been “unprecedented” as Andrea Enria put it and address
three complementary areas: the prudential side, the fiscal area and the monetary policy. That may come at
a price for the banks, namely, preventing banks from distributing dividends, bonuses and so on (see ECB
recommendation and recent Andrea Enria interventions, here, here and here) to ensure the conservation of
capital. Despite the flexibility already given, some banks have pushed for additional leeway in implementing
the post financial crisis rules (see deferral of Basel III decision by BIS) or amend existing requirements (see
also IMF blog).

https://www.fitchratings.com/research/banks/eu-banks-key-beneficiaries-of-basel-iii-coronavirus-delay-01-04-2020
https://www.bis.org/press/p200327.htm
https://www.fitchratings.com/research/banks/cee-banking-sector-outlooks-revised-to-negative-30-03-2020
https://www.standardandpoors.com/en_EU/web/guest/article/-/view/type/HTML/id/2405251
https://www.moodys.com/newsandevents/topics/Coronavirus-Effects-007054/reports
https://www.standardandpoors.com/en_EU/web/guest/article/-/view/type/HTML/id/2403632
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/645723/IPOL_IDA(2020)645723_EN.pdf
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200401~c19a2ad1ed.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200327~d4d8f81a53.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200327~d4d8f81a53.en.html
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200331~39034ab673.en.html
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200401_1~5059f4fef4.en.html
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200401~c19a2ad1ed.en.html
https://www.ft.com/content/0827a58e-693d-11ea-800d-da70cff6e4d3
https://www.ft.com/content/0827a58e-693d-11ea-800d-da70cff6e4d3
https://www.bis.org/press/p200327.htm
https://blogs.imf.org/2020/03/31/maintaining-banking-system-safety-amid-the-covid-19-crisis/?utm_medium=email&utm_source=govdelivery
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Banks play a crucial role in making funds available and function as a “transmission mechanism” to support
the near-frozen European economy. Acting as such requires banks to ensure their critical functions remain
in place, and procedures to channel funds are as flexible as possible, without losing sight of their obligation
to monitor debtors.

Whether banks behave, indeed, as “the doctors of the economy”, remains to be seen. It also remains to be
seen whether they can do more, particularly if the coronavirus crisis turns out to be an opportunity to build
trust, confidence and (contrary to expectations) improve their balance sheets. This time there seems to be
no reason as such for policy makers to introduce any so-called financial stability taxes (e.g. Gropp 2010), as
it was done in the 2007-2008 financial crisis.

Developments to watch in the Banking Union
 Non-performing loans: It is clear that the corona crisis, which has caused a considerable part of the

real economy to halt, will bring a new wave of non-performing loans in the banks’ loan portfolios,
putting them under severe pressure. Other observers also draw attention to the fate of private-
equity firms and management companies that have in recent years taken over portfolios of bad
loans; the WSJ hence runs the headline that the “coronavirus derails one of the hottest bets in
finance”.

 Transparency: some of the measures taken to alleviate institutions reporting burdens may lead to
less transparency and, thus, to reduced investor confidence. Measures such as the postponing of
EBA stress tests (EBA decision on 12.03.2020) or recommendations to postpone disclosure of
financial information (see for instance the measures taken by the Financial and Conduct Authority
of the UK) are obviously important to address the current crisis but need to be handled carefully to
avoid unintended consequences. Asymmetric or uncoordinated disclosure can also contribute to
opacity and confusion among investors and market agents alike.

 Prudential and accounting treatment of support measures: the accounting treatment of support
measures is not only relevant for the budgetary authorities and Eurostat (as the 2008 crisis has
shown). Differing or uncoordinated accounting and prudential treatment of support measures leads
to poor disclosure and complexity, in particular taking into account the plethora of state aid
measures that will be made available (see EGOV note for an updated report). The issue has been
partly addressed by ESMA and EBA clarifications but, nevertheless, needs to be taken into account
going forward and adequately enforced.

 Short selling bans: some EU securities markets regulators1 have temporarily banned short selling
of financial instruments since the outbreak of the coronavirus crisis. Even if this was considered
necessary to address instability in capital markets, the bans on short selling impact liquidity. ESMA,
on the other hand, mandated reporting of short positions at the level of 0.1% (from 0.2%), to
facilitate authorities´ assessment of the current situation. Keeping markets open is clearly important
(insofar investors are not mislead) and the current legislation foresees instruments to deal with
unwarranted price movements, like circuit breakers.
A paper published by the ESRB in 2018 (Beber, Fabbri, Pagano, Simonelli: “Short-selling bans and
bank stability”), moreover concludes that short selling bans are even counterproductive: “Our
evidence indicates that short-selling bans are not associated with greater bank stability. In fact, our
estimates, even controlling for the endogeneity of the bans, point to the opposite result, namely that bans
on short sales tend to be correlated with higher probability of default, greater return volatility and steeper
stock price declines, particularly for banks”.

1 This is the case of Greece, France, Belgium, Italy, Spain, with differing timeframes. In accordance with the Short Selling Regulation
rules, ESMA must issue an opinion on such measures. ESMA opinions can be found here. Some of these measures have elapsed in
the meantime.

https://amp-ft-com.cdn.ampproject.org/c/s/amp.ft.com/content/3bb2fefc-726c-11ea-ad98-044200cb277f
https://www.fsb.org/2020/04/fsb-members-take-action-to-ensure-continuity-of-critical-financial-services-functions/
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200331~39034ab673.en.html
https://amp-ft-com.cdn.ampproject.org/c/s/amp.ft.com/content/3bb2fefc-726c-11ea-ad98-044200cb277f
https://www.ft.com/content/9c44c27e-6edd-11ea-89df-41bea055720b
https://safe-frankfurt.de/uploads/media/Gropp_Taxes_banks_and_financial_stability.pdf
https://www.wsj.com/articles/coronavirus-derails-europes-market-for-bad-loans-11585053234
https://eba.europa.eu/eba-statement-actions-mitigate-impact-covid-19-eu-banking-sector
https://www.fca.org.uk/publication/correspondence/fca-requests-delay-forthcoming-announcement-preliminary-financial-accounts.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/645723/IPOL_IDA(2020)645723_EN.pdf
https://www.esma.europa.eu/press-news/esma-news/esma-issues-guidance-accounting-implications-covid-19
https://eba.europa.eu/eba-provides-clarity-banks-consumers-application-prudential-framework-light-covid-19-measures
https://www.esma.europa.eu/sites/default/files/library/esma_decision_-_article_28_ssr_reporting_threshold_en.pdf
https://www.esrb.europa.eu/pub/pdf/wp/esrb.wp64.en.pdf
https://www.esma.europa.eu/regulation/trading/short-selling
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 Exchange Traded Funds (ETFs): one of the current shock-propagating factors, especially in less
liquid markets, could become the inherent price timing and rebalancing mismatch in ETFs. By the
nature of their design, such factors as diversifying basket composition and multiple rebalancing
properties in normal times act as safety valves and protect from herding behaviour, however, recent
CFA Institute analysis summarised that during the periods of stress ETFs appear to amplify market
movements. Given the rapid increase in the ETF popularity and market size that is currently
estimated slightly above 6 trillion USD, it could become a substantial shock transmission channel.
Moreover, ETFs are particularly popular when accessing developing, restricted and less liquid
markets, which by nature are less liquid during stress episodes, as a result adding an additional shock
propagating capacity.

 Cyber risk and crime: during the recent years, given a strong progress in technological innovations,
increasing digitalisation and interconnectedness in the global financial system, more and more
attention had been drawn to a related cyber risks. In their most recent annual report, the ESRB had
pointed out that cyber risks is an emerging systemic risk2 and have analysed the topic in more detail
in their report overviewing cyber risks properties, historical events and regulatory responses. As the
ESRB had concluded, the overall level of awareness and preparedness for crisis situation has
increased in recent years, however, more should be done in improving resilience against cyber risk
and collective coordinated response towards tackling this risk. Various media outlets have reported
that in the wake of the COVID-19 virus, malicious cyber-attacks have intensified; on 24 March, the
president of the European Commission, Ursula von der Leyen, also warned that cybercrime in the
EU has increased due to the coronavirus outbreak. On a positive note, a number of initiatives have
already been launched by standard-setting bodies and authorities3 in the attempt to tackle cyber
risks, among them the recent initiative by the ESRB to enhance the exchange of information on
cybersecurity threats and best practices4. It remains to be seen how well the financial institutions are
prepared for cyber threats.
On 20 March, the European Commission, the European Union Agency for Cybersecurity (ENISA),
CERT-EU and Europol had already issued a joint statement, warning that – as many people now work
from home – malign actors are actively exploiting the new challenging circumstances to target
remote workers, businesses and individuals alike, also announcing that they would continue to
monitor the situation and coordinate as appropriate.

2 There are no official data on total costs of cyber incidents, but industry estimates range from USD 45 billion to USD 654 billion for
the global economy in 2018.

3 To name a few: the Financial Stability Board has developed a Cyber Lexicon to help foster the discussion and communication on
cyber risk; the ESAs (EBA, EIOPA and ESMA), as well as BIS, have issued guidelines on best practices to be followed; the ECB has
established a Cyber Incident Reporting framework. In mid-2019 the G7 started conducting cross-border cyber-attack exercises.

4 Institutions that participate in this initiative are members of the ESRB, a group of Europe’s largest and most important financial
infrastructures, Europol and Europe’s cybersecurity agency.

https://www.cfainstitute.org/-/media/documents/article/rf-brief/etfs-and-systemic-risks.ashx
https://www.statista.com/statistics/224579/worldwide-etf-assets-under-management-since-1997/
https://www.esrb.europa.eu/pub/pdf/ar/2019/esrb.ar2018~d69ff774ac.en.pdf?19dcfbedd2f1a4460b9e7dd2368da6de
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report200219_systemiccyberrisk~101a09685e.en.pdf
file://\\ipolbrusncf01\userdesktop_w10$\kgrigaite\Forms\ThinkPro Dossier\docsethomepage.aspx?ID=410&FolderCTID=0x0120D520002E912A078224E64BBF9F94D34786F57400917FD4D213163741AE5AA7C8587EEDDD&List=a7b4c7cf-6941-4e77-aeb9-95ae65c1cd3c&RootFolder=\teams\thinkpro\IP\A\E\Dossiers\EGOV Annual Activity Report 2019&RecSrc=\teams\thinkpro\IP\A\E\Dossiers\EGOV Annual Activity Report 2019
https://www.europol.europa.eu/newsroom/news/covid-19-joint-statement
mailto:egov@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
https://www.internetsociety.org/wp-content/uploads/2019/07/OTA-Incident-Breach-Trends-Report_2019.pdf
https://www.forgerock.com/resources/view/92170441/industry-brief/us-consumer-data-breach-report.pdf
https://www.fsb.org/2018/11/cyber-lexicon/
https://eba.europa.eu/sites/default/documents/files/documents/10180/2522896/32a28233-12f5-49c8-9bb5-f8744ccb4e92/Final Guidelines on ICT and security risk management.pdf
https://www.eiopa.europa.eu/content/consultation-proposal-guidelines-information-and-communication-technology-ict-security-and_en
https://www.esma.europa.eu/sites/default/files/library/jc_2019_26_joint_esas_advice_on_ict_legislative_improvements.pdf
https://www.bis.org/cpmi/publ/d146.pdf
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2017/html/ssm.nl170517_3.en.html
https://www.reuters.com/article/us-g7-france-cyber/g7-countries-to-simulate-cross-border-cyber-attack-next-month-france-idUSKCN1SG1KZ

