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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, and 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. 
 

Proposal for a euro area bad bank   
The Financial Times (FT) reported on 19 April that European Central Bank officials have held high-level talks 
with counterparts in Brussels about creating a euro area bad bank to free-up banks’ balance sheets from the 
expected surge in non-performing loans (NPLs), though the ECB declined to comment. 

In this context, the FT mentions that A. Enria, chair of the ECB’s supervisory board, already proposed the idea 
of an EU bad bank in 2017 (see, for example, here), when he was head of the European Banking Authority 
(EBA). At that time the proposal was blocked because of state-aid concerns. 

The transfer of NPLs to state-backed bad banks gives those commercial banks that make use of this 
possibility an advantage over their competitors, which is the core problem of the proposal from a state-aid 
perspective. After the 2008 financial crisis, some Member States had set-up similar state-backed bad banks 
to enable such transfers, for example Spain, Ireland and Germany. At that time, banks that intended to 
benefit from NPLs transfer had to get the Commission’s approval and submit a restructuring plan that 
required an adequate compensation for the benefit received, though limited to a contribution by the banks’ 
shareholders and junior bondholders.  

Since then, the legal framework has changed: the introduction of the bank recovery and resolution directive 
(BRRD) aimed to avoid that in future the costs of bank failures would again be borne by taxpayers (providing 
‘bail-outs’), putting them instead on the private sector. ‘Bail-in’, the concept that entered into force in 
January 2016, stipulates that shareholders and a wider range of creditors have to contribute to the losses of 
an ailing bank; since, any form of government support is highly restricted, can only be part of an official 
resolution process, and requires the participation of the bank’s creditors. 

Furthermore, the FT cites Y. Stournaras, governor of the Bank of Greece, to have warned that the lesson from 
the crisis is that one can quickly get rid of the NPLs only with a bad bank, and that there is an urgent need 
for such bad banks, whether European or at national level. Greek banks have still by far the highest level of 
NPLs on their balance sheets, as can be seen in the latest ECB supervisory statistics for the fourth quarter of 
2019, published on 7 April (see graph 1 below). 

  

https://www.ft.com/content/15d17d1d-8e1b-4f84-97b4-b62e6ae8f962
https://eba.europa.eu/sites/default/documents/files/documents/10180/2047602/9510e6a7-d589-415d-b95b-6b4034eb6e4a/Andrea%20Enria%20Speech%20at%20Finest%20Winter%20Workshop%2C%20Universita%20Cattolica%20Del%20Sacro%20Cuor%20Milan.pdf?retry=1
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Graph 1: Non-performing loans ratio by country for the fourth quarter of 2019 

 
Source: ECB 

A number of initiatives at European level already address NPLs, namely on the legislative front. In March 
2018, the Commission put forward a proposal for a regulation amending the capital requirement regulation 
(introducing common minimum coverage levels for newly originated loans that become non-performing), 
a  proposal for a directive on credit servicers, credit purchasers and the recovery of collateral (to provide 
banks with an efficient mechanism of out-of-court value recovery) and  a blueprint on the set-up of national 
asset management companies (AMCs). The AMC Blueprint might have a bearing if Enria proposal is to find 
echo in the policy field. The latest Commission report on NPLs signals that since the release of the Blueprint 
“no Member State has yet initiated the set-up of an AMC at national level (...). Nevertheless, informal discussions 
with some Member States indicated that such vehicles are being carefully considered.”.  

Finance Ministers’ position on mitigating actions 
Finance Ministers issued on 16 April a statement where they acknowledged and praised actions taken by 
European authorities to mitigate effects of the coronavirus outbreak and allow banks to continue financing 
the economy. Finance Ministers also urged banks to refrain from making distributions.  

As part of the crisis response, banks are being given leeway to deal with the impacts of the crisis in a number 
of areas, notably as regards their prudential buffers and regulatory framework. In a recent interview with El 
Confidential A. Enria, Chair of the ECB Supervisory Board, noted that there is no relaxation of the rules, but 
supervisors are using the rules created after the crisis to smoothen the impact of the coronavirus. Financial 
markets are also rather volatile (see recent IMF blog post here) and securities regulators are carefully 
assessing (and making decisions on) short selling bans and monitoring asset management outflows. The 
ECB Supervisory Board has decided, in the meantime, to provide temporary relief for capital requirements 
due to market risk, thus responding to increased volatility, smoothing procyclicality, and aiming to maintain 
market liquidity and market-making activities (see specific section below). 

The short term gains that the measures to contain the pandemic will have cannot be seen in isolation. 
Supervisors need to have the necessary instruments to remain vigilant (and reliable information is not often 
available, as uncertainty surrounding the current situation is very high) and policymakers need to consider 
the measures necessary over time to rebuild the levels of capital banks are being asked to unwind right now. 
That could be part of the exit strategy the EU needs to devise. From the public information available on the 
various avenues being explored for the after-crisis that does not seem to be the case; A. Enria has, in any 
case, already noted that banks will be given enough time to revert to pre-crisis levels and that guidance will 
be provided if and when necessary.  

https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200407%7Ec2e39fb2a5.en.html
https://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-134_en
ttps://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018SC0072&from=EN
ttps://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018SC0072&from=EN
https://epworkspace.in.ep.europa.eu/teams/thinkpro/IP/A/E/Dossiers/BUWG%20biweekly%20briefings/BU%20Corona%20effects%20week%2017.docx
https://www.consilium.europa.eu/en/press/press-releases/2020/04/16/statement-of-eu-ministers-of-finance-on-continuing-bank-lending-and-on-maintaining-a-well-functioning-insurance-sector-amid-the-covid-19-pandemic/
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200420%7E66c91bbfbb.en.html
https://blogs.imf.org/2020/04/14/covid-19-crisis-poses-threat-to-financial-stability/
https://www.esma.europa.eu/press-news/esma-news/esma-issues-positive-opinions-short-selling-bans-austrian-fma-belgian-fsma
https://www.ft.com/content/69e46be8-9513-4f15-ba10-0f9b70ca1c55
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200416%7Eecf270bca8.en.html
https://www.ft.com/content/4b8108e5-b04c-4304-9f40-825076a4fed7
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200420%7E66c91bbfbb.en.html
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EBA Risk Dashboard 
On 14 April 2020, EBA published its quarterly, sample-based Risk Dashboard, which highlights the main risks 
and vulnerabilities in the EU banking sector; the press release optimistically says that “EU banks sail through 
the Corona crisis with sound capital ratios”. The most recent release, however, still refers to the data for the 
fourth quarter of 2019, in which the effects of the virus outbreak are not yet visible. The EBA has maintained 
the same risk assessment, i.e. asset quality, market risk, operational resilience as well as liquidity and funding 
are the risk categories that have medium probability of the materialisation and medium likely impact on 
banks; while bank profitability is assessed as high probability and impact risk category. The Risk Dashboard 
nevertheless also gives a topical short-term outlook for several risk measures, summarised in table 1. 

Table 1. EBA short-term outlook for different risk measures 

Risk  Short-term outlook 
Asset quality The COVID-19 pandemic has led to sudden supply- and demand shocks and deteriorating 

economic prospects, with the expectation of rising default rates and higher provisioning needs. 
The worsening financial position of corporates and households, in particular in highly indebted 
countries, might affect existing loan portfolios and efforts to manage NPLs. Banks’ focus on riskier 
lending categories over the past few years might contribute to additional future defaults. Banks 
might focus on managing existing credit lines of potentially distressed borrowers rather than 
extending new lending. Extensive monetary and fiscal stimulus programmes as well as policy 
responses such as guidance on debt moratoria might provide some relief to tightening financing 
conditions. Latest oil price trends might put additional strains on banks and result in rising default 
rates of commodity-related exposures 

Market risk Further market price corrections and bouts of volatility might follow as the progression of the 
COVID-19 pandemic and its economic impact are highly uncertain. More volatile financial market 
can be expected to be susceptible to further underlying geopolitical risks (e.g. Mid-East tension, 
tensions between the EU and Turkey, trade tensions) and commodity price corrections, in 
particular of oil, even if policy and fiscal measures to contain the COVID-19 pandemic and to limit 
its economic implications would show some success. Beyond Europe and the COVID-19 pandemic, 
interventions of the US-Fed to mitigate bouts of volatility in USD repo and financial markets point 
to additional persisting underlying risks, and the potential for sudden volatility and illiquidity. 

Liquidity and 
funding 

Banks have no immediate longer-term funding needs as they frontloaded parts of their 2020 
funding needs in very benign market conditions until February. Ample central bank liquidity 
facilities, including additional longer term funding programmes and extended USD swap lines 
central banks launched in Europe and beyond in response to the COVID-19 outbreak, can moreover 
act as strong backstops. Some challenges for banks to attain longer-term market funding at 
reasonable costs can be expected while high uncertainties surrounding the COVID-19 pandemic 
persist and markets stay volatile. Vulnerabilities for liquidity positions and potentially the deposit 
base of banks particularly affected by deteriorating market- and economic conditions may also 
arise 

Profitability The COVID-19 pandemic has led to supply- and demand shocks that are expected to weigh on 
economic growth and further add to substantial bank profitability challenges. Loan growth might 
stall and thus affect interest income, while additional monetary stimulus might add further 
pressure on margins. Fee income might be affected by declining transaction volumes and reduced 
asset management fees, and also by investment fund outflows. The prospect of higher 
provisioning and impairment needs may further affect profitability. The fiscal response of 
governments, but also supervisory measures to mitigate the impact of the Covid-19 pandemic and 
pragmatism in the application of the prudential framework may offer some relief to the challenges 
banks are facing. 

Source: EBA, p. 4 

https://eba.europa.eu/eu-banks-sail-through-corona-crisis-sound-capital-ratios
https://eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20dashboard/Q4%202019/882137/EBA%20Dashboard%20-%20Q4%202019.pdf
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ECB reduces multiplier for market risk and accepts downgraded collateral 
The supervisory arm of the ECB announced on 16 April 2020 a temporary reduction in capital requirements 
for market risk, by allowing banks to adjust the supervisory component of these requirements. The ECB 
reduces the so-called qualitative market risk multiplier, a supervisory component meant to cater for banks’ 
possible underestimation of market risk. The reduction of the qualitative multiplier compensates for the 
recent increase of the quantitative multiplier, driven by the extreme volatility of prices on the financial 
markets seen during the past weeks (see above on “Finance Ministers’ position on mitigating actions”), much 
higher than predicted by the bank’s internal models. 

The measure will be in place for six months, and then be reviewed on the basis of observed volatility. 

The decision will benefit lenders with large investment banking businesses, such as BNP Paribas, Société 
Générale, and Deutsche Bank, and those running significant trading businesses, according to Bloomberg. 

The monetary arm of the ECB announced on 22 April 2020 to have taken steps to temporarily mitigate the 
impact of rating downgrades on collateral. The ECB decided to grandfather the eligibility of marketable 
assets and related issuers that fulfilled the minimum credit quality requirements on 7 April 2020 in the event 
of credit rating downgrade, provided the ratings remain at or above a BB rating (two notches below previous 
minimum). 

Consolidation pressure 
A. Enria, asked in an interview with El Confidencial on 16 April whether he expects a new round of mergers 
after this crisis, said that “The European banking sector was and still is in need of some consolidation. [the 
weakest banks] could come under pressure and consolidation could indeed be part of the solution.” 

Reuters on 15 April reported that the Bank of Italy’s Chief Supervisor, Paolo Angelini and its head of Financial 
Stability, Giorgio Gobbi, called for the government to consider using public funds to ease mergers of smaller 
banks more at risk, in remarks prepared for a parliamentary hearing, adding that the virus crisis may tip some 
smaller banks over the edge, despite government measures and supervisory actions. 

Interest rate driven risk taking  
A recent study published by the ECB shows that euro area systemic banks have been somewhat reluctant 
to pass on negative deposit rates (the ECB has introduced negative interest rates in June 2014 for the first 
time). Banks with more customer deposits are more strongly affected by negative rates, and, reluctant to 
pass them to retail customers, in turn invest more in securities, especially in those yielding higher returns, 
and take higher risk in loans. The study observed stronger effects for less capitalized banks. 

Outlook for banking systems 
The credit rating agency Moody’s published on 20 April its outlook for banking systems, stating that the 
effects of the coronavirus-related disruption of economic activity and operating conditions prompted a 
wide reassessment. From 17 March through 17 April, Moody’s updated in total 54 banking system outlooks, 
of which 13 concern national banking systems within the Banking Union. Ten of those outlooks changed to 
negative, one was maintained at negative (DE), and two outlooks were maintained at stable (AT, IE). Overall, 
though, Moody’s finds that banks’ capital and funding remain adequate across most systems.  

A graph in the same publication visualises which financial sectors are most sensitive to the crisis (graph 2): 

https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200416%7Eecf270bca8.en.html
https://www.bloomberg.com/news/articles/2020-04-16/ecb-to-give-investment-banks-capital-relief-with-trading-rules
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200422_1%7E95e0f62a2b.en.html
https://www.bankingsupervision.europa.eu/press/interviews/date/2020/html/ssm.in200420%7E66c91bbfbb.en.html
https://www.reuters.com/article/us-health-coronavirus-italy-banks-idUSKCN21X116
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2398%7E973038ea61.en.pdf?0d8a97807a3f697bd16bd565a0095bb2
https://www.moodys.com/research/Financial-Institutions-Global-Coronavirus-credit-implications-recap--PBC_1223823
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Graph 2: Moody’s Heat Map of financial institutions sectors’ vulnerability to coronavirus and oil shock 

 
 Source: Moody’s Investor Service Sector in-depth report of 20 April 2020, p. 2 

 

Readings: Recommendations on how to tackle the crisis, and what to watch out for 
In an opinion piece published in the FT on 20 April, Mark Sobel, a former Treasury official who represented 
the US on the IMF executive board up to April 2018, points out that the reform agenda after the global 
financial crisis strengthened systemically-important banks, but paid too little attention to the shadow bank 
sector: “Many of the current stresses emanate from these [non bank/shadow bank] players, which have grown 
significantly over the past decade. During the [global financial crisis], we heard about turmoil in commercial 
paper, money market funds, asset-backed securities, dollar global funding and high-yield debt. Today we hear 
the same, but also about stresses in corporate and municipal bonds, “risk parity” trades, exchange traded funds, 
mortgage servicers, repo markets and even US Treasuries.” 

Sobel concludes that what needs to be done, next to immediate firefighting, is to prepare the groundwork 
for necessary future reforms of that sector, which may include reforms such as raising margin and collateral 
requirements, increasing funds’ cash buffers and liquidity requirements, and reducing leverage more 
generally. We note in this context that ESMA and IOSCO have been working around those issues, notably in 
relation to asset management (liquidity, stress testing and the so-called “macro-prudential framework 
beyond banking” in particular). The ESRB in February sent a letter to the European Commission asking for 
amendments to cater for the macro-prudential risks posed by certain large asset managers.  

The article “Banks are forecasting on gut instinct”, likewise published in the FT on 20 April, comments on 
the situation in the US, where the large banks apparently do not yet have plans to cut dividends, even 
though the six largest American banks (Bank of America, Citigroup, JPMorgan Chase, Wells Fargo, Goldman 
Sachs and Morgan Stanley) have on average increased their provisions for NPLs by some 350 per cent, 
collectively reaching a total of $25bn in the first quarter. The author, Robert Armstrong, remarks that the 
provisioning needs seem to be based on little available information and hence appear somewhat arbitrary.  

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, 2020.  
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This document is available on the internet at: www.europarl.europa.eu/supporting-analyses 

https://www.ft.com/content/26f6f0ca-f1f2-4144-8d19-e153e9fb814a?shareType=nongift
https://www.ft.com/content/69e46be8-9513-4f15-ba10-0f9b70ca1c55?desktop=true&segmentId=d8d3e364-5197-20eb-17cf-2437841d178a#myft:notification:instant-email:content
https://www.iosco.org/publications/?subsection=public_reports
https://www.esma.europa.eu/press-news/esma-news/esma-launches-common-supervisory-action-ncas-ucits-liquidity-risk-management
https://www.esma.europa.eu/sites/default/files/library/esma71-99-1205_pr_stress_test_simulation.pdf
https://www.esrb.europa.eu/pub/pdf/other/esrb.letter_200205_AIFMD_framework%7E4ac870326f.en.pdf
https://www.ft.com/content/4b8108e5-b04c-4304-9f40-825076a4fed7
mailto:egov@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
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