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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 31 
March 2022. 

The briefing addresses: 1) the ECB’s recent report on Disclosure of Climate risks, 2) the ECB’s presentation on banks’  
exposures to Russia, 3) the waiver of bank transfer costs to support people in the Ukraine, 4) the ECB’s presentation 
of Aggregated Results of the Supervisory Review and Evaluation Process (SREP), 5) the situation reflected in the ECB’ 
Supervisory Banking Statistics for the third quarter 2021, 6) the ECB’s feedback to the EP’s Banking Union INI report,  
and 7) a summary of external briefing papers on banking supervision in Croatia and Bulgaria. 

1) Disclosure of Climate risks
Frank Elderson, Vice-Chair of the Supervisory Board of the ECB, has given a candid presentation of the ECB’s 
findings regarding banks’ disclosures of climate risks. In March 2022, the ECB published its second 
“Supervisory assessment of institutions’ climate-related and environmental risks disclosures”, a follow-up on its 
first stocktake of climate-related and environmental (C&E) risks that was published in November 2020. 

Summarising, Elderson points out that there are only marginal improvements since 2020. In fact, all in all, 
it is still the case that none of the directly supervised banks fully meets the expectations for disclosures. 

Elderson was also very clear that there is very little justification for the lack of substantial progress, 
considering that different international and European organisations and institutions in recent years shared 
a large amount of climate-related data, tools and information.  

The large quantity of information that banks publish on the matter is no compensation for the poor quality 
of information, and can rather contribute to confusion. Elderson draws particular attention to that problem 
in his speech: “However, we see a considerable disconnect between banks’ perception of the importance of C&E 
risks as communicated to us, the supervisor, and what banks choose to publicly disclose. Banks are trying to 
compensate for the poor quality of their disclosures by issuing a great volume of information around green 
topics. We end up with a lot of white noise and no real substance on what both markets and supervisors really 
want to know: how exposed is a bank to C&E risks and what is it doing to manage that exposure?” (emphasis 
added) 

https://www.bankingsupervision.europa.eu/press/speeches/date/2022/html/ssm.sp220314%7E0422f4b854.en.html
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ECB_Report_on_climate_and_environmental_disclosures_202203%7E4ae33f2a70.en.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2022/html/ssm.sp220314%7E0422f4b854.en.html
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Public scrutiny of the banks’ activities is made difficult (or impossible) by the observed lack of concrete 
detail in how banks substantiate their climate-related and environmental metrics and targets. The ECB finds 
that – as regards the commitment to align with the Paris Agreement, for example – only one in five banks 
discloses the methodologies, definitions and criteria for all of the figures, metrics and targets reported as 
material. 

In his speech, Elderson also sketched the supervisory follow-up on those findings: 

• The ECB has already sent individual feedback letters to all banks under its direct supervision, setting 
out the key gaps in their disclosures. 

• Banks that do not comply with minimum transparency standards are not just taking reputational 
risks: the ECB reminded that the failure to disclose the exposure to risks, including C&E risks, 
constitutes a breach of the Capital Requirements Regulation. Among the tool that the ECB has at its 
disposal to ensure compliance with the regulations, the ECB has for example the option to 
potentially publicly list those banks which repeatedly fail to disclose their C&E risks (in the ECB’s 
yearly report on banks’ Pillar 3 disclosures). 

According to Elderson, the ECB will assess banks’ C&E disclosures again at the end of 2022 and expects to 
see major progress by then. 

Figure 1:  The state of climate-related and environmental risk disclosures in the banking sector in terms of 
content and transparency 

 
Y-axis: the level of alignment of 109 institutions’ disclosures with the supervisory expectations set out in the ECB Guide on 
transparency and substantiation; x-axis: the level of adequacy of 109 institutions’ disclosures as regards the expectation set out in 
the ECB Guide on the content of disclosures. 

Source: ECB report on banks’ progress towards transparent disclosure of their climate-related and environmental risk profiles, 2022 

https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ECB_Report_on_climate_and_environmental_disclosures_202203%7E4ae33f2a70.en.pdf
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The transition to a more sustainable economy requires a structural transformation of economic activities, 
notably regarding the production, transportation and consumption of energy and a change from high to 
low-carbon technologies. So far, however, banks disclose little information as to what extent their current 
lending, at portfolio level, is aligned to that transition. The ECB report contains a chart that shows the 
number of banks that actually disclose some information on the alignment of their own portfolios: The ECB 
found that at this stage, only 13 banks, or 12% of banks in the sample, disclose alignment metrics (see 
Figure 2). 

Figure 2: Number of banks that conducted an assessment of portfolio alignment (by sector) 

 
Source: ECB report on banks’ progress towards transparent disclosure of their climate-related and environmental risk profiles, 2022 

In the context of information provided at portfolio level, the ECB report mentions that some banks have 
started to disclose results from pilot alignment assessments relating to individual sectors that may not 
provide a representative view, considering a potential misalignment with other activities. The illustrative 
example given by the ECB is that of a bank with a large power generation portfolio, which only discloses 
information on its comparatively small automotive portfolio. The ECB concludes its respective analysis with 
the sobering statement that “[l]astly, various banks have selected benchmarks (e.g. different geographical 
regions and/or scenarios) that may not be representative of their portfolio and provide no justification for their 
selection”. (emphasis added) 

In the wider context, one may also note that in January, the ECB launched its climate risk stress test 
exercise 2022, labelled as a “learning exercise for banks and supervisors alike”. The exercise aims to identify 
vulnerabilities, best practices and challenges that banks face when managing climate-related risk. The ECB 
writes that the stress test targets specific asset classes that are known to be exposed to climate risk rather 
than banks’ overall balance sheets. The results of that exercise will not directly translate into capital 
requirements, but as they will feed into the Supervisory Review and Evaluation Process (SREP) as qualitative 
information, they can still indirectly impact Pillar 2 requirements via the SREP scores achieved.  

Aggregate results shall be published in July 2022. It hence remains to be seen whether the scepticism  
previously voiced by the industry about the climate risk stress test exercise was justified: according to a 
survey of 20 major European banks conducted by Bloomberg, there was reportedly near universal 
agreement that the industry would not be ready for such test by 2022, mainly due to a lack of relevant client-

https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ECB_Report_on_climate_and_environmental_disclosures_202203%7E4ae33f2a70.en.pdf
https://www.bankingsupervision.europa.eu/press/letterstobanks/shared/pdf/2021/ssm.2021_letter_on_participation_in_the_2022_ECB_climate_risk_stress_test%7E48b409406e.en.pdf
https://www.bankingsupervision.europa.eu/press/letterstobanks/shared/pdf/2021/ssm.2021_letter_on_participation_in_the_2022_ECB_climate_risk_stress_test%7E48b409406e.en.pdf
https://www.bloomberg.com/news/articles/2021-09-06/banks-warn-they-re-not-ready-for-ecb-s-historic-climate-tests
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related data. Bloomberg wrote at the time that for that reason, banks were lobbying to ensure the results 
are not made public. 

The credit rating agency S&P Global Ratings, on the other hand, explicitly welcomed the ECB’s climate risk 
stress test exercise for banks, calling it “a way to push the sector into better management of climate risks”. While 
environmental factors do currently not have a material impact on S&P’ bank ratings, the rating agency notes 
that better and more comparable disclosures of banks' exposures and vulnerabilities to climate and 
environmental risks would benefit their analysis and help them further differentiate between banks, which 
in turn requires that results are made public. 

2) Banks’ exposure to Russia  

On 15 March, A. Enria gave a presentation at a conference that summarised the situation of euro area 
banks in the context of the invasion of Ukraine. Key messages of that presentation were that banks so far 
showed to be resilient to the next exogenous shock, after the pandemic, that the ECB had at the end of 2021 
in fact seen a rebound in the performance of the banking sector, which at the time led to a positive outlook, 
and that the banks’ direct exposures to Russia are manageable overall. 

There are several channels of indirect impact, though, but according to the ECB none so far proved 
disruptive. As regards specifically the nexus between banks and Non-bank Financial Intermediaries (NBFI), 
the ECB quantified that regulated NBFIs’ exposures to Russia-Ukraine seem to account for only 0.31% of 
share holdings (market value), and 0.52% in debt holdings (nominal value) of Euro area investment funds. 
The exposure of pension and insurance funds is still even considerably smaller (see Figure 3 below). 

The ECB’s assessment that most European banks have little direct exposure towards Russia corresponds to 
that of the rating agency Moody’s, set out in a Sector Comment that was published in early March. Moody’s 
noted that only a handful of large banks are more strongly exposed, in particular Austria's Raiffeisen Bank 
International RBI, OTP bank in Hungary, French bank Societe Generale, and Italy's UniCredit. Russian banks 
operating in Europe, however, face more substantial direct risks, as the case of Sberbank Europe AG has 
shown. 

Figure 3: Euro area regulated NBFIs holdings of securities issued by Russia and Ukraine (EUR billions) 

 
Source: ECB presenta tio n of 15 March 2022 (Invasion of Ukraine: euro area banks so far  resilient to a second exogenous shock) 

https://www.spglobal.com/ratings/en/research/articles/220203-the-ecb-s-climate-risk-stress-test-raising-the-bar-for-banks-12268106
https://www.bankingsupervision.europa.eu/press/speeches/date/2022/html/ssm.sp220315%7Ee641a6f3e4.en.pdf
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1320535
https://www.bankingsupervision.europa.eu/press/speeches/date/2022/html/ssm.sp220315%7Ee641a6f3e4.en.pdf?05b8603c93489a8c81ddb5f5af604208
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In a previous EGOV briefing, we analysed the situation and resolution of the banking group Sberbank 
Europe AG in Austria, a subsidiary of the largest bank in Russia. Sberbank Europe (a banking group that was 
active in Austria, Germany, Bosnia and Herzegovina, Croatia, the Czech Republic, Hungary, Slovenia and 
Serbia) saw significant deposit outflows as result of the invasion and was therefore declared failing-or-likely-
to-fail at the end of February, and subsequently partially put into wind-down, partially sold.  

In the same vein, the RCB Bank Ltd. in Cyprus – directly supervised by the ECB since 2014 – on 24 March 
announced its decision to transform the bank into a regulated asset management company, shifting away 
from banking operations, which will be phased out. The bank, a subsidiary of the second largest, state-
owned VTB Bank in Russia, served in particular the large Russian expat community living in Cyprus. On 24 
February, the day the invasion started, VTB Bank sold its 46.3% stake in Cyprus-based RCB Bank Ltd. to the 
bank's Cypriot shareholders, which is part of management's plan to protect RCB Bank from escalating 
geopolitical tensions. In light of the specific circumstances of the ownership transfer, however, and given 
the circumstances and timing of the transaction in the context of sanctions against VTB Bank, the rating 
agency S&P Global Ratings suspended its credit ratings for the bank on 21 March 21. 

3) Waiver of bank transfer costs to support Ukrainian people 
On 4 March, several Members of the European Parliament sent a letter to the ECB, calling on the ECB to take 
steps to incentivise European banks to suspend transaction costs on bank transfers to Ukraine and Moldova. 

While the ECB has no competence and thus no tools to instruct banks to change the pricing of their services, 
the Chair of the ECB’s Supervisory Board, Andrea Enria, passed on that request, writing on 18 March to the 
European Association of Cooperative Banks, European Association of Public Banks, European Banking 
Federation, and European Savings Bank Group. In that letter, Enria highlights that the ECB shares the view 
of the MEPs on the paramount importance of financial aid reaching the people of Ukraine at the lowest 
possible cost, and on the fact that these transfers should not be a source of additional profit. 

In response, the European Savings and Retail Banking Group, representing 23 members in 18 countries and 
850 banks, announced on 24 March that its members waive bank transfer costs to support Ukrainian people. 

4) Aggregated Results of the Supervisory Review and Evaluation Process 
The minimum capital that a bank needs to hold – or rather: the most important part of that – is calculated 
in a “mechanistic” way, based on the credit risk associated with a bank's main assets, loans, as well as market 
and operational risks. Those are the minimum capital requirements known as Pillar 1. 

However, the ECB as supervisor also carries out an assessment of the individual risk profiles of the banks 
under direct supervision, in order to see whether there are risks that are underestimated or not covered by 
the minimum capital requirement. If that is the case, the ECB instructs the banks to hold specific additional 
capital, known as Pillar 2 Requirement (P2R). The annual assessment process is known as Supervisory 
Review and Evaluation Process, or SREP, and it looks into the banks’ business models, internal governance 
structures, individual risks to capital, and individual risks to liquidity and funding. 

In 2021, the ECB went back to a full SREP assessment, having kept its previous P2R requirements unchanged 
in 2020, as a pragmatic response to the coronavirus pandemic and the associated economic and 
organisational challenges (during that period, individual risk profiles of banks may of course have changed, 
even if the P2R requirements were not changed). 

In February, the ECB published the results of the 2021 SREP exercise, along with resulting P2R requirements 
at bank entity level (the ECB started to disclose P2R requirements at bank entity level back in 2019, in a 
welcome move to increase transparency in that regard; for more details, see previous EGOV briefing). 

https://www.europarl.europa.eu/RegData/etudes/BRIE/2022/689435/IPOL_BRI(2022)689435_EN.pdf
https://rcbcy.com/en/news/announcement-3
https://www.spglobal.com/ratings/en/research/articles/220321-ratings-on-cyprus-based-rcb-bank-ltd-suspended-following-similar-action-on-significant-former-shareholder-12317747
https://www.ecb.europa.eu/pub/pdf/other/ecb.mepletter220318_mbrs%7E658a95a0ae.en.pdf
https://www.wsbi-esbg.org/press/latest-news/Pages/ESBG-members-wave-bank-transfer-costs-to-support-Ukrainian-people.aspx
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/645724/IPOL_IDA(2020)645724_EN.pdf


IPOL | Economic Governance Support Unit 
 

 6 PE 689.465 

Figure 4: Overall capital requirements and guidance 

 
Source: ECB Aggregated results of SREP 2021 

Overall, the ECB requires banks to hold marginally more capital in 2022; the overall level of Common 
Equity Tier 1 (CET1) shall on average rise from 10.5% of risk-weighted assets to 10.6%. The elements that 
contribute to that increase are first the slightly higher P2R requirements, those mostly due to the adjusted 
supervisory approach to provisioning for non-performing loans, and second the increase in the forward-
looking element, the so-called Pillar 2 guidance, which on average also increases by 20 basis points (Pillar 2 
guidance takes the hypothetical capital depletion into account as signalled in the 2021 stress test). Those 
increases are partly offset by a decline in the average countercyclical capital buffer (see Figure 4). 

As in previous year, the ECB’s presentation of aggregated SREP results also includes a graph that indicates, 
in anonymised form, how many banks hold capital levels below the sum of all CET1 capital requirements, 
including buffers and guidance1. However, as the benchmark includes capital guidance, the graph does not 
allow to accurately assess whether banks hold capital levels below what is strictly needed (Pillar 1 and P2R). 

Still, the ECB presentation shows that overall six banks had capital levels below the sum of all CET1 
capital requirements (based on Q3 2021 data; see Figure 5). One should note in this context, however, that 
the ECB, as part of the relief measures during the pandemic, had given banks the flexibility to dip into their 
capital conservation buffer or their Pillar 2 guidance until the end of 2022, which is a prudential relief 
measure that will likely not be prolonged beyond that time frame. In comparison, in 2020 there were nine 
banks that had dipped into the mentioned buffer zone. The graph that the ECB used in 2020 visually 
differentiated between the part of the total capital requirements that banks were allowed to dip into, and 
the part not subject to prudential relief measures (compare with the aggregated SREP 2020 results, chart 
24); that differentiation is no longer made in the presentation of the results for 2021. 

                                                             

1 Total capital requirements include P2R requirements, countercyclical capital buffers, systemic buffers – for Global Systemically 
Important Financial Institutions (G‑SII) and Other Systemically Important Institutions (O‑SII), systemic risk buffers – and P2 
Guidance. 

https://www.bankingsupervision.europa.eu/banking/srep/2022/html/ssm.srepaggregateresults2022.en.html
https://www.bankingsupervision.europa.eu/press/letterstobanks/shared/pdf/2019/ssm.supervisory_coverage_expectations_for_NPEs_201908.en.pdf
https://www.bankingsupervision.europa.eu/banking/srep/2021/html/ssm.srepaggregateresults2021.en.html
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Figure 5: Actuals versus requirements - or Capital headroom and use of buffers and P2G as at Q3 2021 

 
Source: ECB Aggregated results of SREP 2021 

At bank entity level, the list of P2R requirements for 2022 shows that, apart from some smaller changes, 
there are four banks that had their P2R requirements reduced by 0.5 percentage points or more (Nova 
Kreditna Banka Maribor, Hamburg Commercial Bank, AXA Bank Belgium, and Banque Degroof Petercam), as 
well as four banks that had their P2R requirements increased by 0.5 percentage points or more (de 
Volksbank, Banca Carige, Aareal Bank, and Deutsche Apotheker- und Ärztebank). In case of Deutsche 
Apotheker- und Ärztebank, the P2R requirement actually doubled (up from 1.25% in 2020 to 2.5% in 2021). 

5) Supervisory Banking Statistics  

In January, the ECB published the supervisory banking statistics for the third quarter of 2021. Compared to 
the situation one year ago, the key performance indicators basically saw an improvement across the board. 
The most noticeable improvement concerned the significant banks’ average profitability: driven by 
further decrease in impairments and provisions, the aggregated return on equity increased to 7.2% 
(annualised), up from 2.1% one year ago. 

The aggregate ratio of non-performing loans (NPL) decreased further to 2.2% in the third quarter of 2021, 
the lowest level recorded since supervisory banking statistics were first published in 2015. The decrease was 
driven by the combination of a declining stock of NPLs and an increase in the stock of total loans. At country 
level, the range of NPL ratios has become notably tighter: although the highest NPL ratios are still to be 
found in Greece, and the lowest in Luxembourg, the average NPL ratio in Greece in Q3 2021 was 10.5%, 
while five years ago it stood at 47.1% in Q3 2016, and the respective ratios in Luxembourg are 0.6% for Q3 
2021 respectively 1.5% in Q3 2016. Over the past five years, the range of NPL ratios has therefore come done 
from 45.6% to 9.9%, resulting in a more equal distribution at country level (see Figure 6). 

https://www.bankingsupervision.europa.eu/banking/srep/2022/html/ssm.srepaggregateresults2022.en.html
https://www.bankingsupervision.europa.eu/banking/srep/html/p2r.en.html
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_third_quarter_2021_202201%7E878ac568a9.en.pdf?fdbb3e07379fbef7baf2606b20a80a0a
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Figure 6: Non-performing loans ratio by country for the third quarter of 2021 (percentages) 

 
Source: ECB supervisory banking statistics for the third quarter of 2021 

In a year-to-year comparison, one may also note a significant increase in the size of the significant banks’ 
balance sheets (total assets), up by 5.5%, and an even higher increase in the amount of household deposits 
they hold, up by 7% if compared to the situation in Q3 2020. 

6) Banking Union INI report - follow-up 
In October 2021, the EP adopted its annual Banking Union INI report for 2020, which is inter alia addressed 
to the ECB’s Supervisory Board.  

In December 2021, the ECB published a document with replies to the comments and suggestions provided 
in the INI report, which in separate sections covers eight broad topics, namely the ECB’s response to the 
COVID-19 crisis (cliff-edge effects, credit risk, dividend recommendations, IFRS 9, and forbearance 
measures), risks in the financial system (climate-related and environmental risks, money laundering and 
terrorist financing, the digital euro, low profitability, the post-Brexit regulatory environment), transparency 
issues, the close cooperation with Bulgaria and Croatia, fit-and-proper assessments, gender balance aspects, 
the CRR3/CRD6 review, and crisis management issues (cooperation with the Single Resolution Board as well 
as the European deposit insurance scheme and risk reduction). 

7) External studies - supervision in Croatia and Bulgaria 

As it is highlighted in the briefing paper by Darvas and Martins, Croatia and Bulgaria are the first Member 
States to join Single Supervisory Mechanism (SSM) through the close cooperation agreement, therefore the 
paper sheds more light and “investigates the practice of close cooperation and examines the banking system 
performance in Bulgaria and Croatia”. As the authors point out, the SSM regulation includes strong 
requirements, that Member States joining the euro area have to fulfill, relating to “decision-making, 
accountability, attention to financial stability in small countries and the applicability of national 
macroprudential measures”. According to some people who the authors have interviewed in the two 
countries, the operation of banking supervision under the close cooperation was smooth.  

A closer look at Bulgarian and Croatian banking sector performance indicators (such as, profitability, capital 
and liquidity indicators) reveals that both countries are outperforming euro-area average indicators, while 
the non-performing loans (NPLs) are consistently converging to the euro-area average figures. This banking 
sector analysis also point to the fact that there are no substantial differences between smaller and larger 
banks in Bulgaria, while the banks directly supervised by the ECB in Croatia have better performance 
indicators compared to those that are indirectly supervised by the ECB (it should be noted, though, that 
indirectly supervised banks are well above minimum regulatory requirements). 

https://www.bankingsupervision.europa.eu/press/pr/date/2022/html/ssm.pr220112%7E618de6b7dd.en.html
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0415_EN.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm%7E59811d5fb7.feedback_ar2020.pdf?cb0d6c67bbf71a870d6ce3730c31ecc2
http://www.europarl.europa.eu/RegData/etudes/IDAN/2022/699523/IPOL_IDA(2022)699523_EN.pdf
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The authors also dwell on potential risks posed by external shocks of the Covid-19 health crisis and the 
Russian invasion of Ukraine. It is highlighted that expiry of supportive pandemic measures could stall or 
invest the positive trajectory of the banking sector in both Croatia and Bulgaria. As for the Russia-Ukraine 
war, it is still uncertain how it will affect economies and banking sectors of both countries. “The risks 
stemming from the conflict are related to economic and financial exposures to Russia, Ukraine and Belarus, the 
surging energy and food prices, the adverse impact of the war on domestic economies, and an increase 
uncertainty affecting economic activities”. 

In a similar vein, paper by Bruno and Beck adds to the discussion about existing and emerging risks in 
banking systems of Croatia and Bulgaria, and challenges that the ECB could face given the close cooperation 
agreement. The authors point at three main areas, namelly, money laundering, climate change, and 
geopolitical tensions related to the Russia-Ukraine conflict. The paper stresses that, “these risk drivers are 
intertwined and can affect supervised entities through existing vulnerabilities at the bank as well as at the country 
level, primarily poor asset quality and the weak institutional framework”. 

A major concern, according to the authors, common to both Bulgaria and Croatia is the relatively poor 
quality of the institutional framework, which in turn affect in costly and lengthy procedures to resolve NPLs 
and reinforce emerging risks such as money laundering and terrorism financing. It is also noted that a 
relatively high public debt ratio in Croatia (but not in Bulgaria) is another vulnerability that needs to be taken 
into account, as it may reinforce the sovereign-bank nexus. The authors highlight that banking sector in 
both countries is dominated by foreign subsidiaries, which needs a particular attention from the supervisor, 
as it is important not only to understand the nature of risks faced by banks, but also the risk transmission 
mechanism.  

Lastly, the authors attempt to analise two main transmission channels of the Russia-Ukraine conflic. First, 
they highlight that trade shocks are expected to enhance uncertainty, slow econmic growth and increase 
business defaults, which may lead to loan impairement and higher loss provisioning. The analysis reveals 
that Bulgaria is expected to be more impacted than Croatia due to large energy dependency on Russian gas. 
Second, bank balance sheets can be affected by direct and indirect exposures to Russian and Ukrainian 
counterparties. While direct exposures of the Bulgarian and Croatian banks seem to be negligble, the 
repercussions of indirect exposures are hard to predict. 

 

mailto:egov@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
https://www.europarl.europa.eu/RegData/etudes/IDAN/2022/699521/IPOL_IDA(2022)699521_EN.pdf
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